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Sao Paulo in the Nineteenth 
Century: Economic Roots 
of the Metropolis 


By RICHARD M. MOoRSE* 
1. The Post-colonial Economy 


Certain Brazilian cities, such as Rio de Janeiro, Salvador, 
and Recife, are at once ports and centers of geographic 
regions. Sao Paulo, though also the distribution point for a 
hinterland, is separated from its port of Santos by forty-five 
miles and by a 793-meter coastal range, the Serra do Mar. 
Traditionally, the provincial (later state) capital has used 
Santos only as a stevedore, denying it the full prestige of an 
Atlantic crossroads. By official statistics and censuses Santos 
is classed as a city of the “interior.” 

Santos has never had within its orbit more than a few, 
generally decadent towns of the coastal plain, while Sao 
Paulo, the first Brazilian city founded inland, was strategi- 
cally located to command the land and river routes of a vast 
plateau sloping westward to the Parana River system. 

One observer in 1822 envisioned this inland destiny. He 
urged Sao Paulo to forsake its tenuous connection with a port 
then ill served by shipping; to challenge the river commerce 
of Buenos Aires by exporting sugar, rice, cotton, manioc, 
coffee, meat, and vanilla to Asuncién and even Peru; and thus 
to make good the colonial bandeiras’ claim to the silver of 
Potosi so that Paulistan crafts and manufactures might 
flourish. 

This disgust with the Santos route, the Caminho do Mar, 
was understandable. At the end of the colonial period trans- 
port between Sao Paulo and its seaport was scarcely more 





* Mr. Morse is Instructor in Latin American History at Columbia 
University. 

1Anténio Rodrigues Veloso de Oliveira, Memoria sobre o mel- 
horamento da Provincia de S. Paulo, applicavel em grande parte as 
outras provincias do Brasil (Rio de Janeiro, 1822), pp. 87-89. 
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expeditious than in the sixteenth century. It is true that a 
zigzagging paved highway had in 1790 been constructed up 
over the Serra do Mar, hewn in many places through sheer 
rock and rimming deep chasms where a misstep meant death. 
Yet the way was not kept under perfect repair, and passage 
was often obstructed by the earthslides loosed by heavy rains 
at the mountain crests. The road had grades up to 45° and 
Was so narrow that those ascending had to stand aside when- 
ever the muleteer’s shout and the clatter of hoofs were heard, 
which were followed by the appearance of “the animals 
erectis auribus, . . . borne almost irrestibly downward by 
their heavy burdens.” ? 

The muleteam which made possible the exchange of produce 
via so perilous a route comprised forty to eighty animals, 
each with its rough-made packsaddle. Animals needed fre- 
quent stops for rest, and riders proceeded half the time on 
foot to relieve their mounts. Hence large shipments had to 
be divided among many mules; it cost great “expense and 
labor ...to bring to the capital merely a bell or some heavy 
cannon.” * In view of such obstacles, yearly traffic was im- 
pressive. Three or four muleteams generally arrived at the 
port and at the capital in a day. They descended with sugar 
(over 500,000 arrobas annually), dried meat, firewater, and 
other produce of the region, returning with salt, Portuguese 
wines, glassware, hardware, cloth, and such manufactures. 

Sao Paulo itself in the 1820’s was a modest, colonial-type 
town: agrarian, patriarchal, tradition-bound. Its poor lived 
in dwellings of taipa (solidly rammed earth). As late as 
1836 the population was only 12,256 (2,965 of whom lived in 
the outlying parishes of Penha and Nossa Senhora do O). 

Tillage of the surrounding soil was primitive. Sickle, axe, 
and hoe were used almost to the exclusion of draft animals. 
Only a few of the chdcaras, or “suburban” estates, had 
ploughs. Trees and brush that were to be removed before 
planting were simply fired where they lay, and if the work 
of the flames was fully done before the intervention of wet 
weather, a good harvest was expected. 





2 Daniel P. Kidder, Sketches of Residence and Travels in Brazil (2 
vols., Philadelphia, 1845), I, 212-213. 

3 Joh. Bapt. von Spix and C. F. Martius, Travels in Brazil, in the 
Years 1817-1820 (2 vols., London, 1824), II, 17. 
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The most important crop of the immediate region was tea. 
It was introduced by the first director of Sao Paulo’s Law 
Academy (founded in 1827), who favored it over sugar and 
coffee since its cultivation was less costly, less toilsome, and 
suited for adolescent workers. Tea was also more practicable 
for the circumscribed lands of chdcaras, and by 1833 Rendon 
had set out 44,000 bushes near what is now Tea Hill (Morro 
do Cha), the city’s fashionable shopping center.* 

Fowl and cattle were plentiful near the city, but as no 
fodder was laid up, the latter were sleek only in times of good 
pasture. Sheep were “quite unattended to.” Cows were 
irregularly milked, given meagre salt rations, and generally 
considered as “fan encumbrance”; the use of goats’ milk was 
more prevalent. Dairying was “slovenly,” so that butter soon 
turned rancid and cheese was worthless.® So direct was the 
marketing process that there was constant interpenetration 
of town and country at a social as well as economic level. 

A corollary to this agrarianism was the lack of industries. 
Before the Napoleonic intervention caused the flight of the 
Portuguese monarch to Brazil in 1808, there had been a royal 
ban on colonial manufactures. But even without this prohibi- 
tion, the scattered, inaccessible population and the self- 
sufficiency of rural estates would have sharply restricted the 
market for heavier industries. Aside from adjuncts of hus- 
bandry—such as processing farm products, putting up con- 
serves, distilling firewater, or tanning—Sao Paulo’s principal 
craft in c. 1820 was the hand manufacture of coarse cottons 
and woolens, with wealthier ladies giving their time to lace- 
work, brightly figured quilts, and netted hammocks. Near 
the city lived mestizos who produced handsome earthenware. 
Beaver hats were another local specialty. 

Sao Paulo had no drifting, fluctuating labor supply. Crafts 





4 José Arouche de Toledo Rendon, “Pequena memoria da plantacao e 
cultura do cha” in Collegdo das tres principaes memorias sobre a plan- 
tacam, cultura e fabrico do cha (Sao Paulo, 1851), pp. 47-48. 

“Suburban” tea-growing did not force the proprietor to choose be- 
tween living in the city or on his distant plantation, as coffee later did. 

Even before it was locally produced, tea was more widely drunk in 
the city than coffee, which was scarcer and dearer. The former was 
imported directly from Asia by Portuguese traders. 

5 John Mawe, Travels in the Interior of Brazil (London, 1812), pp. 
70-71, 74. 
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and trades were either domestic or in the hands of artisans. 
These latter had to pass examinations administered by the 
cognizant notary before the municipal council (Camara) 
authorized them to practice. In 1820 four cobblers, four 
tailors, two saddlers, one tinker, and one joiner were either 
qualified as “examined masters” or allowed to “work publicly 
with an open shop.” ® Though such craftsmen were not al- 
ways the finest, the town at least had facilities for generating 
its own skilled labor and setting minimum standards. To this 
vestigial guild system one may attribute a certain stability 
and occupational pride. In marked contrast were the first 
experiences with factory labor. 

In 1816 Joao VI tried to increase the production of a cer- 
tain small-arms factory by transferring it from Rio de Jan- 
eiro to Sao Paulo. Ten German masters were placed in 
charge of fifty local workers, but by 1822 only 600 guns had 
been made. The masters, who were paid the exorbitant wage 
of two milréis a day to keep them from returning to their 
homeland (which was now freed of the Napoleonic occupa- 
tion), had lost their stamina and fallen prey to the compelling 
mores and firewater of the community. Though the Brazilian 
apprentices learned passably, their work was fitful. Advance- 
ment, wages, or the psychic joys of mass production could 
not enthral men whose station in life was predetermined, 
whose expenses for food, clothing, and alcohol were minimal, 
whose need for furniture and accessories had not been stimu- 
lated. Only by subsidies from the royal treasury was the 
arms factory sustained.’ 

Joao also fretted over a small textile factory, set up in 1811 
and directed by a Portuguese “Master Fabricant of Silk and 
Cotton Cloth.” In 1820 he asked Sao Paulo’s captain-general 
to keep ‘“‘an eye on it specially” and “‘take measures so that 
that factory does not close down.” Four years later it ceased 
to function. And there was still another project that the 
king urged the captain-general to foster: a Sao Paulo branch 


6 Registo Geral da Camara Municipal de Sado Paulo, XVI (1820-1822), 
8-122. 

7 Auguste de Saint-Hilaire, Voyage dans les Provinces de Saint-Paul 
(2 vols., Paris, 1851), I, 263-264; Spix and Martius, op. cit., II, 18-19. 

8 Documentos interessantes para a histéria e costumes de Sado Paulo, 
XXXVI, 115-116. 
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of Brazil’s Central Bank, which was to stimulate trade and 
agriculture and give the captaincy “means to place its capital 
in active circulation.” But the bank did not outlast Joao’s 
Brazilian sojourn.® 

Brazilian independence—which was declared in 1822 by 
Pedro I at the Ipiranga River, in the environs of SAo Paulo— 
opened new economic horizons and gave administrators a new 
self-awareness. But it was not easy to modify the introverted 
provincialism of agrarian, pre-industrial SAo Paulo. In 1828, 
for example, the provincial government established 336 Ger- 
man colonists in Santo Amaro and Itapecerica, rural districts 
near Sao Paulo. They received subsidies in money and food 
(for a year and a half), land, cattle (to be restored or paid 
for in four years), tax exemption (for eight to ten years), 
and a salaried doctor and vicar (for a year and a half). 

Some of the immigrants took to trades after a while, locally 
or in other towns. But many farming families found them- 
selves near penury when the subsidies ran out. Moreover, 
the milieu exacted conformance. The isolation, the none-too- 
fertile soil caused the Germans to become acaboclados. That 
is, they were carried into the language, religion, and otiose 
behavior pattern of—and they intermarried with—the rural 
Paulista squatter, or caboclo. Eventually a handful of dis- 
torted German names was the colony’s only recognizable 
survival.!° 

Figures for immigration of foreign workers into the prov- 
ince show how this first optimistic influx of the 1820’s— 
prototype for vast colonization schemes toward the end of the 
century—was absorbed, denatured, and not soon to be re- 
peated: 

1827-1829 ( 3-year span)—955 immigrant workers 
1830-1845 (16-year span)—384 immigrant workers” 





9Tbid., XXXVI, 90-92. For information on early Paulista industry 
see: Hippolyte Taunay and J. F. Denis, Le Brésil (6 vols., Paris, 1822), 
II, 176-177; Nuto Sant’Anna, Sdo Paulo historico (6 vol., Sao Paulo, 
1937-1944), I, 288-291 and V, 115-121; Ernani Silva Bruno, “Notas 
para a historia da industria paulistana,”’ Revista industrial de Sdo 
Paulo, IV, 28 Mar. 1947, 32-33. 

10Edmundo Zenha, “A colénia de Santo Amaro—sua instaleao em 
1829,” Revista do Arquivo Municipal, CXXXII, Mar. 1950, 47-142. 

11 Departamento Estadual do Trabalho, Dados para a historia da 
imigragao e du Colonisagao em Sao Paulo (S. Paulo, 1916), pp. 11-13. 
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An attempt to provide a source of efficient, native-born 
farm labor met with equally indifferent success. In 1836 the 
provincial government created an instructional farm on a 
former Jesuit estate near the city. There freeborn orphans 
were to study Christian doctrine, civics, geometry, mechanics, 
chemistry, botany, and agriculture. In December, 1837, the 
director complained that the lands were “covered with ants 
and underbrush and the house quite in ruins.” A few veget- 
ables had been planted, but the ten slaves assigned him found 
time only for illness and attempts at escape. He requested 
more slaves, cattle, tools, plants, and seeds. In 1838 the 
farm was abandoned.!* 

2. Mid-century Orientations and Coffee 

Only at mid-century did Sao Paulo city begin to re- 
spond, however tentatively, to methods and values of a capi- 
talistic, progress-minded era. By then the Paulista Law 
Academy was turning out graduates whose thinking was 
liberal, cosmopolitan, and marked by new dimensions of in- 
quiry and abstraction. Newspapers, which proliferated after 
1827, had a further leavening effect, as did a rising increment 
of bourgeois travelers, merchants, and professional men from 
Europe. Finally, the malaise and separatist outbreaks which 
had plagued the young nation (locally reflected in a Paulista 
revolution of 1842) were assuaged by 1845. Provincial and 
municipal administrators were more free to heed growing 
demands for efficiency and material progress. 

For such progress industry was an inevitable yardstick. In 
1852 the Provincial President found only seven factories in 
the province “worthy of mention,” two of them in the capital. 
One, a foundry, had received a loan of six contos from the 
Provincial Assembly in 1851 and was obliged to maintain 
eight apprentices from the city orphanage. The other, which 
was founded the same year and produced hydrogen gas for 
an improved system of street lights, was awarded a tariff 
exemption." 

The capital, therefore, seemed to be favored by adminis- 





12 José Jacinto Ribeiro, Chronologia paulista (2 vols. [2nd in 2 parts], 
Sao Paulo, 1899-1901), I, 230-231. 

13 A more detailed treatment of this mid-century quickening will be 
found in: Richard M. Morse, “Sao Paulo, raizes oitocentistas da metré- 
pole,” Anais do Museu Paulista, XIV, 1950, 455-487. 
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trators as a locus for subsidized industry. It was also favored 
by certain private concerns. In 1845, for example, one Jacob 
Michels had “the honor to announce to the respected public” 
that his factory on Rua Direita was offering “a grand choice 
of hats of all qualities and finest taste.” 1° He was a good 
craftsman, his prices were reasonable, and soon his capital 
enabled him to purchase more modern machinery and con- 
tract skilled European labor. In the 1850’s he set up a 
brewery as an adjunct to the hat factory, the product being 
comparable in price and quality to European beer..!® A second 
hat factory, founded in Campinas, was transferred to Sfo 
Paulo in 1853 by its German proprietor, J. A. Schritzmeyer.'? 

Public figures in the city began to see that if the city and 
its tributary region were to increase the importation of prod- 
ucts, cultural or economic, from the world community and to 
improve, by world standards, the conditions of life, two 
changes were necessary: rationalization of the domestic 
economy to furnish exportable surpluses, and local control 
of that economy so that gains from more intense and efficient 
production could not be claimed elsewhere. Such sentiments 
inspired the founding in 1853 of the Society for Encouraging 
Agriculture, Trade, and Crafts. Its fifty-nine charter mem- 
bers were not merely planters and industrialists, but leaders 
from all realms: churchmen, engineers, professors, politicians. 
In his inaugural speech the Society’s President urged that 
farmers discontinue old, ‘‘exotic practices,” that they cease 
to set themselves against “the evidence of the facts, the 
truths of new agrarian knowledge.” Trade was to be nation- 
alized, its profits to remain at home. Slave labor was to be 
exchanged for methods more consonant with progress and 
prosperity. 

The Society’s projects conformed strikingly with the un- 
derstanding analysis of Brazil’s economy made by the Abbink 





14 Discurso com que o Illustrissimo e Excellentissimo Senhor Dr. José 
Thomaz Nabuco d’Araujo, Presidente da Provincia de S. Paulo Abrio 
Assembléia Legislativa Provincial no Dia 1°. de Maio de 1852 (Sao 
Paulo, 1852), pp. 33-34. 

150 governista, 2 Aug. 1845. 

160 industrial paulistano—Jornal da Sociedade Ausxiliadora da Agri- 
cultura, Commercio e Artes Estabelecida na Capital da Provincia de 
S. Paulo (2 vols., SAo Paulo, 1854-1856), II, 87-89. 

17 Ribeiro, op. cit., II (1), 429. 
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mission a century later. Its directors were alive to the bene- 
fits of home manufacture, but saw that in the case of an 
indigent rural economy the prime concern must be with 
rationalizing agricultural production. Accordingly they set 
about to acquire and distribute information on farm ma- 
chinery (to which end an exhibit was sponsored in the 
capital) ; on producing better grades of tea, wine, cattle, 
wool, etc.; on discovering new products that might take 
favorably to the Paulista soil and climate. In October, 1853, 
a letter from the Society to one Nathaniel Sands, a United 
States citizen, made him an honorary member for his services 
in introducing farm machinery and inquired under what 
terms he would become a “correspondent for acquiring farm 
apparatus and instruments which the Society intends to order 
from the United States.” '® 

Only through the city could ideas and abstractions be 
acquired that were necessary for methodical knowledge, cor- 
rection, and control of the rural. Sérgio Buarque de Holanda 
has pointed out, with reference to mid-19th-century Brazilian 
cities, that this impersonal, abstract order (symbolized by 
Creon) challenged the colonial community’s “domestic, family 
order” (symbolized by Antigone). The rise of the city meant 
“a clear triumph of the general over the particular, the 
intellectual over the material, the abstract over the cor- 
poreal.” ?® It is a fact of great importance that the Paulista 
coffee boom began at the very moment when the city was 
preparing to project its image across the face of the vast 
agricultural hinterland. 

First planted in Brazil in 1727, coffee was disseminated 
throughout the country during the 18th century. Its com- 
mercial value was slight, and consumption was restricted to 
the producing region, or even to the plantation (fazenda). By 
the early 19th century, however, markets for Brazil’s tradi- 
tional agricultural exports (sugar, cotton, tobacco) were for 
various reasons being curtailed. This occurred precisely at 
a time when a world (and particularly North American) 
demand for Brazilian coffee began to assert itself. In 1779 
the port of Rio shipped only 79 arrobas of coffee; in 1796 





180 industrial paulistano, op. cit., I, 4-9, 25 and II, 86-89. 
19 Sérgio Buarque de Holanda, Raizes do Brasil (2nd ed.; Rio de 
Janeiro, 1948), pp. 203-206. 
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the figure was 8,495; by 1806 it had reached 82,245.*° 

The first zone to be favored for intensive coffee production 
was the Paraiba valley, extending southwest from the prov- 
ince of Rio into Sao Paulo. The rainfall and climate, the 
rich and unexploited soil, the lack of a traditional pattern of 
life determined by some previous form of monoculture all 
contributed to this end. So also did the region’s inner co- 
hesiveness and its natural maritime outlets: Rio and—across 
the Serra do Mar—Angra-dos-Réis, Parati, Ubatuba, Cara- 
guatatuba, and Sao Sebastiao. 

Before the railroad era, the whole Paraiba region remained 
economically tributary to Rio, both overland and via its own 
coastal ports. The Paulista capital, therefore, was at first 
negligibly affected by the coffee boqgm, except for the passage 
of shipments from scattered northern localities (e.g., Cam- 
pinas and Limeira) on their way to Santos. Of the prov- 
ince’s total coffee production in 1835/6 of 590,066 arrobas, 
86.5% originated along the Paraiba. The value of sugar 
shipped out of Santos was 1.180:115$514, while that of coffee 
was only 266:588$169. Ubatuba and Sao Sebastiao, on the 
contrary, shipped virtually no sugar but exported over one- 
half of the province’s Paraiba coffee output, to the value of 
680 :644$100 (with overland transport to Rio accounting for 
most of the rest). 

Sao Paulo city lies in a somewhat infertile zone which 
blocked the advance of coffee once it had reached the western 
end of the Paraiba valley. Within the zone, according to a 
report of 1856, a few trees could be found on hilltops or along 
rivers, but the most usual vegetation was a ground-cover 
“commonly called ‘goat’s-beard’ which, serving no purpose, 
kills other flora introduced there.” Potters, rather than 
farmers, were favored by the clayey soil.?* 

North and west of this “cordon sanitaire,” however, came 





20Good general sources for the history of Brazilian coffee are: 
Afonso d’E. Taunay, Histéria do cafe no Brasil (15 vols., Rio de 
Janeiro, 1927-1937); Sergio Milliet, Roteiro do café e outros ensdios 
(Sao Paulo, 1946); Caio Prado Junior, Historia econémica do Brasil 
(Sao Paulo, 1945), pp. 167-178; Roberto C. Simonsen, “Aspectos da 
hist6éria econdmica do café,” Revista do Arquivo Municipal, LXV, Mar. 
1940, 149-226. 

21 Daniel P. Miiller, Ensaio d’um quadro estatistico da Provincia de 
S. Paulo (Sao Paulo, 1938 [re-issued in 1923]), pp. 226-235. 
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rich land once again. In 1820 Joao VI, little suspecting that 
here was coffee’s future heartland, had praised its fertility, 
climate, excellent and varied pasture, and abundant water 
sources. He even requested that cattle ranches be set aside 
there as dowries for the princesses.*? Given the swift and 
steady increase in coffee plantings after independence, it was 
inevitable that coffee should “make the leap” into the Paulista 
northwest—especially since that area had certain advantages 
over the Paraiba. The new region was not mountainous. Its 
broad, gently undulating plains would hold the riches of the 
soil longer and facilitate rapid construction of a well-knit 
system of rail and highway transport. Moreover the land 
had large streaks of terra roxa (red-purple soil), a product of 
decomposed basaltic rock of volcanic origin, favorable in the 
extreme for coffee planting. 


For Sao Paulo city the importance of the “leap” was that 
it made a vast, wealthy agricultural hinterland tributary to 
the provincial capital and its port city, Santos. 


The “leap” cannot accurately be fixed in time, partly be- 
cause of deficient statistics, partly because the Paulista 
northwest, like the rest of Brazil, had for decades been pro- 
ducing small amounts of coffee. But there are indications 
that it came roughly at mid-century. Milliet gives the fol- 
lowing figures for the province’s coffee production: 


1836 1854 
arrobas of arrobas of 
coffee % of total coffee % of total 
Paraiba valley... 510,406 86.5 2,737,639 77.5 
Northwest —..... 79,660 13.5 796,617 22.5 
590,066 100.0 3,534,256 100.024 


Production during those years, in other words, increased 
fivefold along the Paraiba and tenfold in the northwest. 

Furthermore, it was at mid-century that reports of the 
provincial presidents became concerned with coffee. In 1848 





22 Santo Amaro, scene of the early attempt at German colonization, 
was at the zone’s southern limit. Here lumber was cut for building 
houses in the capital, and grain, manioc, and cotton were farmed for 
the markets of Sao Paulo and Santos. O industrial paulistano, op. cit., 
II, 74-75. 

23 Documentos interessantes, op. cit., KXXVI, 96-97. 

24 Milliet, op. cit., p. 18. 
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new plantings were reaching “colossal proportions.” 25 In 
1852: 


Coffee planting is ever more prosperous and promises 
this province a great future. 

The shift from sugar to coffee and tea is a trend now 
evidenced by our planters, and it is steadily going ahead 
[though the report later states that tea was suffering from 
a low market price]. This tendency stems, as you know, 
from the fact that not only is the latter culture easier and 
more advantageous than the former, but that it is less 
subject to misfortunes inherent in the wretched state of 
our routes of communication and the impossibility of 
vehicular travel.*® 
And in 1855 it was stated that coffee was tending to dis- 

place all other cultures, that tea offered no profits, that sugar, 
because of high processing and transport costs, was finding 
mainly local markets. By then Campinas, an important city 
seventy-five miles north of the capital, had seen its sugar 
production, mainstay of its prosperity, dwindle to less than 
a third the output of thirty years earlier. The shift to coffee 
was in full career.*? 

We have said that the northwest coffee region was tribu- 
tary to Sao Paulo city (a relationship soon to be implemented 
by railroads focusing upon the capital). In what ways, the 
question arises, did the city’s new relation to a coffee region 
differ from the old one to a sugar region? 

Handelmann, writing in 1859, claimed that coffee was a 
“democratic plant,” that it led toward land subdivision and 
welfare of the many; whereas sugar, with its need for heavy 
capital investment in land, labor, and installations, was essen- 
tially “aristocratic.” Cassiano Ricardo, writing eighty years 
later, asserts that coffee democratizes by its need for free 
labor and that the privileged group which emerges forms an 
open rather than a closed class.*8 

That coffee inevitably democratizes is disproven by modern 
Costa Rica, where the status of many coffee workers is 





25 Discurso Recitado pelo Exmo. Senhor Doutor Domiciano Leite 
Ribeiro Presidente da Provincia de Sdo Paulo (Sao Paulo, 1848), p. 20. 

26 Discurso .. . de 1852, op. cit., pp. 36-37. 

27 Eugénio Egas, Galeria dos Presidentes de Sado Paulo (3 vols., Sao 
Paulo, 1926-1927), I, 238; O industrial paulistano, op. cit., II, 78. 

28 Henrique Handelmann, Historia do Brasil (Rio de Janeiro, 1931), 
p. 361; Cassiano Ricardo, Marcha para oeste (2 vols., Rio de Janeiro, 
1942), II, 237. 
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changing from peasantry to peonage. The 19th - century 
social structure of the whole Paraiba region, in fact, strongly 
resembled that of the traditional sugar culture. Fazendas 
tended toward self-sufficiency; they were worked by slave 
labor; and planters constituted a proud, hereditary “baron- 
age” whose life-activity was almost wholly contained within 
the rural domains. As a rule, the only land to be parceled 
was exhausted and marginal.*® 

The pattern of economic expansion in the northwest, how- 
ever, was quite different. Here the new coffee barons were 
not guided by the vision of an agrarian, self-contained, colon- 
ial-type slavocracy. Indeed the abolition of slave traffic at 
the very time the northwest was settled made such a vision 
illusory.*° One senses, rather, a correlation between the 
structure of the new coffee empire and the gradual emer- 
gence of the provincial capital into an era of eclectic planning, 
cosmopolitanism, and the practical-mindedness that could lift 
a problem out of the broad context with which it had by 
tradition been merged. 

The clearest instance of this correlation is the way in 
which the planters sought to meet their labor needs. Nicolau 
Vergueiro—who, for being a statesman and director of the 
Law Academy, was a man trained in the ways and ideas of 
the city—pioneered the field in 1840 by introducing ninety 
Portuguese colonists to his fazenda in Limeira. The experi- 
ment was short-lived owing to the 1842 revolution. But in 
1847 “Vergueiro and Co.,” financed by a loan from the 
provincial government, contracted to import a thousand 
European colonists for various fazendas. Within a decade 
some two dozen colonies, representing over four thousand 





29 Stanley J. Stein, “Middle Paraiba Plantations, 1850-1860; Aspects 
of Growth and Decline,” in Four Papers Presented in the Institute for 
Brazilian Studies (Nashville, 1951), pp. 57-93; Maria Isaura Pereira 
de Queiroz, “A estratificagdo e a mobilidade social nas comunidades 
agrarias do vale do Paraiba, entre 1850 e 1888,” Revista de histéria, 
I, 2, Apr.-June 1950, 195-218; Lucila Herrmann, “Evolucdo da estrutura 
social de Guaratingueta num periodo de trezentos anos,” Revista de 
Administragao, II, 5-6, Mar.-June 1948, 113-199; Buarque de Holanda, 
op. cit., pp. 256-258. 

30 England’s Aberdeen Bill of 1845 authorized seizure of slave- 
runners. Brazil took effective measures in 1850 to stop the traffic, and 
in two years it was at an end. 
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farmers, were underway in such places as Limeira, Campinas, 
Constituicao, Rio Claro, and Jundiaf.*4 

Previous colonization (e.g., the Santo Amaro venture) had 
been officially sponsored, as were the attempts throughout 
the century in other provinces, such as Rio Grande do Sul, 
Santa Catarina, and Parana. Mid-century Paulista schemes, 
however, represented private initiative. And such an organi- 
zation as the Society for Encouraging Agriculture, Trade and 
Crafts, established in the provincial capital, could help bring 
them to fulfillment. The Society, for example, learned in 
April, 1853, that one of its members planned a trip to Eu- 
rope. It urged him to dispel, through the foreign press, any 
stigma that “unfounded and calumnious rumors” had attached 
to the prospects of European colonists in Brazil; and he was 
asked to obtain working models of modern tools and machines 
for agriculture and manufacture.** 

The essential difference between Vergueiro-type and offi- 
cially sponsored colonists was that the latter lived on the 
land as proprietors, while the former were contracted under 
an arrangement known as parceria. By terms of the parceria 
system an immigrant family was advanced its travel ex- 
penses, to be repaid with interest. On the fazenda it was 
assigned a certain number of trees to tend and a plot of land 
for its own subsistence. It received as payment either a 
fixed wage or a percentage of the income from the harvest. 

The extension of the parceria system was reflected in a 
mid-century spurt of immigration (agricultural) to the prov- 
ince. The yearly average of 46 for the period 1830-1851 
jumped to 982 for 1852-1857. The peak year, however, was 
1855, when the influx reached 2,125. Then came a sharp 
decline, and that figure was not surpassed until 1875. A 
revolt of Vergueiro’s colonists in 1856 in effect marked the 
end of the mid-century experiment.** 

The failure of the parceria is mainly attributable to the dis- 
parity between rural living conditions in Sao Paulo and glow- 





31 Sdlvio de Almeida Azevedo, “A imigracao e colonisacao no Estado 
de Sao Paulo,” Anais do IX Congresso Brasileiro de Geografia, III, 518; 
Egas, op. cit., I, 241-242, 264. 

320 industrial paulistano, op. cit., I, 19-20. 

33 Thomas Davatz, Memérias de um colono no Brasil (1850) (Sao 
Paulo, 1941), pp. 1-2, 16-29; Departamento Estadual do Trabalho, 
op. cit., pp. 11-13. 
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ing promises made to prospective colonists by agents in 
Europe—a disparity particularly disillusioning to those immi- 
grants who had given up urban, middle-class professions.*4 


Although slave labor was for years longer the mainstay of 
the coffee fazenda, the parceria foretokened how the city was 
to project its own image across the face of the country. For 
the parceria and the later, more successful schemes for mass 
immigration that were modeled after it were not agrarian 
colonization in the full sense, but the importation of a 
“mobile, rural proletariat that continually changed patrons.” 
This connection between the city and the pattern of north- 
western expansion becomes clearer if we recall the city asso- 
ciations of the new planters. Vergueiro, whose fazenda was 
in Limeira, has already been referred to. His son-in-law, 
Francisco Anténio de Sousa Queirés, (fazenda also in 
Limeira) was educated in Portugal; he later served as verea- 
dor (alderman) in Sao Paulo city, as provincial and national 
deputy, and finally as senator. His city-mindedness was 
clearly indicated by sumptuous soirées that he gave in his 
urban residence. Antonio de Queiréds Teles (fazenda in 
Jundiai) sent his son to the Paulistan Law Academy, and 
both served as provincial deputies. José Elias Pacheco Jordao 
(fazenda in Rio Claro) graduated from the Law Academy in 
1841 and was for a while public prosecutor in the capital.*¢ 

These men and others like them envisioned, in ways taught 
them by the city, a cheap, efficient “labor supply.” With the 
Industrial Revolution the labor pool, impersonally conceived, 
had been factored out of the traditionally close-knit, multi- 
associational economic community (e.g., the colonial Brazilian 
sugar fazenda understandingly described by Gilberto Freyre). 
“Labor” became an isolated variable, a factor of production— 
like plant, capital, or raw material. The old sugar aristo- 





34 Jodo Pedro Carvalho de Morais, Relatorio apresentado ao Min- 
isterio da Agricultura, Comercio e Obras Publicas (Rio de Janeiro, 
1870), pp. 26, 37. 

In specific instances colonists were victimized by onerous financial 
arrangements and irresponsible administrators. Afonso d’E. Taunay, 
“Viagem do Bardo de Tschudi pela Provincia de Sao Paulo (1860)” in 
Amador Bueno e outros ensaios (Sao Paulo, 1943), pp. 57-135. 

35 Davatz, op. cit., pp. 1-2. 

36 Egas, op. cit., I, 242, 655, 793, 861.. 
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cracy was perhaps no less profit-minded than the new coffee 
barons. But the latter were less custom-bound, more free to 
plan their exploitation with capitalistic singleness of pur- 
pose.*? 

New promises, as well as a new outlook, made such freedom 
possible: the wide swath of rich virgin land to the west; the 
fast-expanding world coffee market; the farm machinery and 
the marketing and credit facilities of the new industrial 
world; the railway network that would soon obviate the 
planter’s need to be self-sufficient. 

The exploitative nature of coffee planting, assisted by the 
biotic demands of the crop itself, was outlined by a Paulista 
in the national Senate (1858): 


The conversion of fazendas from sugar to coffee has 
contributed . . . in Sao Paulo to the rising cost of food- 
stuffs. ... When the farmer plants cane, he can also, and 
does plant beans, and some even plant corn at a greater 
distance so as not to affect the cane. And it all aids 
splendidly to prepare the soil for cane... . That occurred 
in the municipality of Campinas, whose lands are very 
fertile, when its crop was cane—and in similar municipali- 
ties that supplied the capital and other places with food- 
stuffs. Meanwhile that whole municipality of Campinas, 
and others, are today covered with coffee, which does not 
permit the concurrent planting of foodstuffs except at the 
start, when new. But when [coffee is] mature, nothing 
else can be planted, and the soil itself is unproductive for 
foodstuffs, perhaps forever, or until after a period of long 
years.*8 


The coffee boom was in part a creature of the city. But the 
creature almost immediately threatened the stability of the 
creator. The presidents of the 1850’s complained repeatedly 
of the scarcity and high prices of staple foods. The price of 
bacon rose in 1853 from $080 or $100 a pound to $800 or 
1$000, then leveled off at $400. Beans, even in the troubles 
year 1842, had cost only 1$000 an alqueire; in 1857 they 





37It is significant that the political economy taught in the Law 
Academy in the 1840’s was that of the French “bourgeois economist,” 
Jean Baptiste Say. Say, as distinguished from the earlier Physiocrats, 
had the manufacturer’s rather than the agrarian outlook. Spencer 
Vampré, Memorias para a historia da Academia de Sado Paulo (2 vols., 
Sao Paulo, 1924), I, 375, 400. 
38 Quoted in Buarque de Holanda, op. cit., pp. 259-260. 
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reached 20$000. And when coffee workers were felled by 
plague, more slaves were diverted from subsistence plant- 
ing.®® 

Sao Paulo city of 1820—small in size, modest in its econo- 
mic needs—had been in symbiotic balance with its immediate 
region. It was still the rural, colonial township. By mid- 
century both the low carrying capacity of the close-lying land 
and new perspectives of capitalist-type exploitation to the 
west were associating the city with a far broader hinterland. 
This association was still to be symbiotic. The city made its 
impress upon the structure of the coffee realm, and its for- 
tunes were in turn subject to the brutal vicissitudes of a 
monoculture. But the new relationship of city and country 
was not to be the direct, visually observable one that a visitor 
to the town of 1820 might have perceived. The abstractions 
and complexities now suffusing it precluded its being, in the 
sense that it once had been, unplannedly self-corrective. The 
city’s new endowments for rational self-knowledge and -regu- 
lation were indeed to be taxed. 


Sérgio Buarque de Hollanda has concisely pointed out cer- 
tain of these features of the new monoculture: 


Simplifying the production [i.e., total conversion to 
coffee] consequently increased the need for recourse to 
the urban centers, which distributed food supplies that 
had formerly been grown locally. As a result the agrarian 
domain gradually ceases to be a barony and approximates, 
in many regards, a center of industrial exploitation. It is 
only in that sense that one may speak of coffee as a 
“democratic plant,” to use Handelmann’s expression. The 
planter who emerges from contact with it becomes basi- 
cally a citified rather than a rural type, for whom the 
agarian holding constitutes principally a means of life and 
only occasionally a place of residence or recreation. The 
formulae for good crops are not inherited from tradition 
and the community through successive generations, along 





39 Discurso com que o Illustrissimo e Excellentissimo Senhor Senador 
José Joaquim Fernandes Abrio a Assembléa Legislativa Provincial no 
Anno de 1858 (Sao Paulo, 1858), pp. 23-24; Discurso com que o IIlust- 
rissimo e Excellentissimo Senhor Senador José Joaquim Fernandes 
Abrio a Assembléa Legislativa Provincial no Anno de 1859 (Sao Paulo, 
1859), pp. 25-26; Francisco de Paula Ferreira de Rezende, Minhas 
recordagaes (Rio de Janeiro, 1944), p. 279. 
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with the lands, but are learned periodically in schools and 
books.?° 


3. The Obstacles to Citification 

Sao Paulo city did not respond to mid-century stimuli with 
the alacrity that its press and public figures had hoped for. 
Symptomatic of this seeming inertia was the demise of the 
Society for Encouraging Agriculture, Trade, and Crafts. In 
1856 its president recalled how three years earlier it had been 
installed in the capital “under the most favorable auspices” 
by citizens who foresaw “the retardation and falling-off 
through which the agriculture of the Province was to pass,” 
spurred as it was by the profit incentive while lacking the 
guarantee of a reliable source of labor. Yet the Society’s 
voice awoke no echo. When the fervor of the first plans died 
away, “everything cooled off;.and the promises of collabora- 
tion for the expressed aims of the Society were lost in 
space.’’41 

The rate of population increase sharpened, but not immo- 
derately : 


Year City Population 
I a i th 12,256 
PU cia a lr ne 15,471 
BEd eae nea ah oc eit 23,243 42 


As late as 1870 a president lamented to the Inspector of 
Public Works that, despite its greater prosperity, “the capital 
of the Province has no decent illumination, no water to sat- 
isfy its inhabitants, no fountains, handsome plazas, monu- 
ments, or public buildings.” * 

The city’s appearance and tempo were still those of a 
provincial town. But residents and visitors alike, worked 
upon by a new chemistry of hopes and values and ideas, ex- 
pected change. Colonial vestiges, ingrown and unquestioned 
in 1820, were by the 1860’s unpalatably archaic. The only 
group that seemed to work with energy, purpose, and a sure 
knowledge of metropolitan ways was the ever increasing 
nucleus of middle-class foreigners: the French, English, Ger- 





40 Buarque de Holanda, op. cit., pp. 260-261. 

410 industrial paulistano, op. cit., II, 85-86. 

42 Sources: (1836) Miiller, op. cit., pp. 169-172; (1855) Mapa da 
divizdo civil, judiciaria e ecleziastica da provincia de Sdo Paulo, 
Instituto Histérico e Geografico Brasileiro, lata 57, mss. 1081; (1872) 
Ribeiro, op. cit., II (2), 406. 

43 Quoted in Ribeiro, op. cit., II (1), 558. 
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mans, Portuguese, and others who served in such capacities as 
hotel-keeper, tailor, bookkeeper, doctor, engineer, minister, 
jeweler, merchant, and retailer.‘ 

Several circumstances explain why before the end of the 
1860’s the Paulista capital, and indeed its whole hinterland, 
answered to mid-century orientations and to the coffee boom 
in so lethargic a manner. 

In the first place, the capital still lacked both rail connec- 
tion with its port and a railway network reaching its new 
hinterland. Coffee shipment was therefore slow, costly, and 
cumbersome since, as had been the case with sugar, animal 
haulage was necessary. “As late as 1860 it is axiomatic that 
to plant coffee beyond Rio Claro, about forty leagues from 
Santos, is a true absurdity. Shipment consumes everything, 
however fine the yield.” * 

This also meant that planters, and more especially female 
members of their families, would not often journey by horse- 
back or, in the case of the latter, by oxcart to spend profits 
in the city. These conditions of highway travel were im- 
proved only when, after the U. S. Civil War, some Confed- 
erate expatriates began manufacturing in the province a light 
horse-drawn vehicle with a flexible chassis and four spoked 
wheels (the rear two being larger). Known locally as the 
troly, it was a vast improvement over the lumbering oxcart. 
The nature of its services is attested by a newspaper notice 
of 1872: 


TROLYS OF THE MELLO COMPANY 


These carriages, after the 15th of the current month, 
will be used for transporting passengers and their respec- 
tive baggage from this station [Sao Paulo] to Vallinhos or 
Samambaia [near Campinas] and vice-versa. . . .Trolys 
may be hired for any point on the road from this city to 
Limeira and Rio Claro, as well as for any other point 
within this municipality.*® 


The troly facilitated travel among fazendas and between 





44 Alfredo d’E. Taunay, Cartas da campanha de Mato Grosso (1865 a 
1866), (Rio de Janeiro, 1944), pp. 15-31; Ferreira de Rezende, op. cit., 
p. 445; Morse, op. cit., passim. 

45 Afonso d’E. Taunay, Pequena histéria do café no Brasil (Rio de 
Janeiro, 1945), p. 236. 

46 Diario de Sado Paulo, 13 Mar. 1872. 
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fazenda and city much as the Model T did after World War I 
and the jeep after World War II. 

Another adverse factor was the failure of the parceria. 
Word of the colonies’ mismanagement reached Europe, and 
the Germans went so far as to forbid emigration to Brazil 
(1859). The province’s yearly influx of agricultural workers 
dropped from 982 (1852-1857) to 213 (1858-1874). Coffee, 
with its drain on the tight labor supply, was dislocating the 
economy. A British railway engineer paternally warned 
Paulistas (1862) that they would have to change their ways 
to deserve and make use of the future Sao Paulo-Santos line. 
“You must not tie yourselves solely to coffee and sugar.”” You 
must abandon manioc, “which has no food at all for the hu- 
man body; it contains only starch, and starch does not make 
blood. .. . Your soil and climate can produce nearly all the 
products of the world,” and he specified wheat, cotton, silk- 
worms, cattle, horses, and sheep.*7 It is true that cotton 
planting and export soon took a sudden impetus when the 
American supply was cut off by the Civil War, but this merely 
reflected the same opportunism of the coffee boom. 

The planned diversification of effort championed by the far- 
sighted Society for Encouraging Agriculture, Trade, and 
Crafts was forsaken. Though a tariff agreement that signally 
favored British manufactures had in 1844 been rescinded, 
Brazil levied the new imposts for revenue rather than for 
fostering practical basic industries. In 1866 there were only 
nine sizeable textile factories,in the country, and the vigorous 
efforts of the famous self-made businessman, Viscount Maua, 
to industrialize the nation were consistently counteracted (c. 
1850-1875) by the single-crop fixation. The yearning of cer- 
tain Paulistas to emulate the achievements of industrial Eu- 
rope hardly squared with their medieval attitude toward the 
labor that would enable them so to do. The “working class” 
(classe operaria) was commiseratingly defined in 1861 as 
“the persons and their families to whom fate has not con- 
ceded a single advantage that is not acquired by the sweat 
and fatigue of labor.” 48 

Another trend of these years was a peculiarly urban 





47J. J. Aubertin, Carta dirigida aos Srs. Habitantes da Provincia de 
S. Paulo (Sao Paulo, 1862), pp. 24-26. 
48 Correio paulistano, 14 Nov. 1861. 
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phenomenon, the artificial over-extension of the credit sys- 
tem. Earlier coffee planters financed their ventures inde- 
pendently, using city middlemen, or comissdrios, as mere 
selling agents. In the 1860’s, however, as the “large income 
from agriculture seduced planters into spending large 
amounts both for their homes and their pleasure,” this class 
fell into debt with its agents. And comissdrios, often abetted 
by the vagaries of the world market, emerged as bankers.*® 

The planters were quite in keeping with the times. De- 
spite a slight commercial crisis in 1857, banks proliferated in 
the larger cities throughout the 1850’s. In 1856 Sao Paulo 
city received a branch of the Bank of Brazil and in 1859 a 
Bank of Sao Paulo. Until 1852 Brazilians used credit with 
circumspection. But soon came the contagion of speculation. 
A Commission of Inquiry (representing a conservative point 
of view) reported to the Emperor in 1859 that after the 
abolition of slave traffic: 

. . . the country found itself master of resources that had 
hitherto been applied to payment for imported Negroes. 
Brazilian customs were for the most part simple in the 
extreme, a model of frugality. It was not possible that 
commercial greed, the corrupting monster, should vitiate 
by a coup de main the well-grounded habits of centuries. 
It thus followed that, lacking real or artificial needs for 
employing the surplus from our exports, there came the 
return of metal. Ill-advised financiers, who had not looked 
beneath the surface, decided that if the country possessed 
metal it was because it was needed as a circulating 
medium. There was never a more facile error. ... The 
government was induced by bad counsel to coin that metal 
and thus to facilitate its introduction like an active poison 
into the circulatory veins. Not content with that great 
evil being done the country, it revived the fatal memory 
of banks of emission. 

Despite “morbid British philanthropy,” continued the re- 
port, the Brazilian slave was far happier than starved lower- 
class whites in England. 

Far better the good Negroes from Africa’s coast tilling 
our fertile fields than all the gewgaws of [Rio’s] Ouvidor 
Street; than dresses at a conto and a half for our women; 
than oranges at four vinténs apiece in a country that pro- 
duces them almost spontaneously; than corn, rice, and 





49C. F. van Delden Laérne, Le Brésil et Java. Rapport sur la culture 
du café en Amérique, Asie et Afrique (The Hague, 1885), p. 183. 
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nearly everything needed to sustain human life being im- 
ported from abroad; than, finally, ill-advised undertakings, 
far beyond the country’s legitimate forces, which, disturb- 
ing the relations of society to produce a dislocation of 
labor, have contributed most to the scarcity and high 
prices of all staples.°° 


The nineteenth-century expansion of western European 
banking reflected that continent’s industrial growth. Brazil- 
ian banks were partly a mere repercussion of Europe’s and 
partly a response to commercial prosperity (rather than to 
organic industrial development). Sharp speculation and over- 
extended credit ensued. In 1864 the Bank of Brazil’s ratio 
between circulated paper and reserves, fixed by law at 2 to 1, 
reached 6.4 to 1. In September of that year came Brazil’s 
first commercial panic.®! 

Another Commission of Inquiry singled out abuse of credit 
as the immediate cause of the crash, then indicated contribut- 
ing factors: trade stoppage owing to a poor harvest; economic 
decadence of the country, including all branches of its indus- 
try; bad management of the Bank of Brazil; speculation in 
stocks; rising costs of government; excessive imports in rela- 
tion to demand; bad planning of business ventures.®**? The 
credit and banking system, like so many urban by-products, 
extended the city’s sway over the country and, at the same 
time, drew heavily on the capacity for abstract, complex 
analysis as well as the good-will of those who would subject 
it to control. 

A further important hindrance to economic expansion re- 
mains to be mentioned, namely, the arduous war with Para- 
guay (1864-1870). The general apathy with which Paulista 
citizens (save for hot-blooded law students) greeted the war 
was a commentary upon the human and economic wastage it 
involved and upon the incongruity between a Bismarckian 
era’s martial spirit and the Latin American milieu. At length, 
however, when Brazil began to register telling victories the 





50 Quoted in Joaquim Nabuco, Um estadista do Império (4 vols., Sao 
Paulo, 1949), I, 258-259. 

51 Jbid., II, 55-68, 129-188; Sebastifo Ferreira Soares, Esboco ou 
primeiros tracos da crise commercial da Cidade do Rio de Janeiro em 
10 de setembro de 1864 (Rio de Janeiro, 1865); Dorival Teixeira Vieira, 
“A evolugao do sistema monetario brasileiro,” Revista de adminis- 
tragdo, I, 2, June 1947, 64-119. 
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city populace burst into riotous celebrations. The war, that 
is, came to objectify a national destiny to be won by conscien- 
tious effort and dedication to formulated ideals, a destiny 
whose surest index would be economic progress. For Paul- 
istas the symbol of that progress had become a reality during 
the course of the war itself. It was the completion of the Sao 
Paulo-Santos railway. 


_4. The Young Metropolis 


Negotiations for a trans-Serra rail connection, to be fed 
by an elaborate hinterland network of rail and river-steam- 
boat arteries, had taken place as early as the 1830’s. The 
project, however, being uncertainly conceived and lacking 
guarantees for the huge capital it would require, bore no 
fruit. Not until 1860 did Viscount (then Baron) Maua and 
his associates manage to capitalize The S. Paulo Railway 
Company, Ltd., and to begin construction of a roadbed from 
the port to Jundiai, via Sao Paulo. British technics mastered 
the Serra by a series of inclined planes, graded at one meter 
in ten, and stationary engines for lowering and hauling up 
the trains. On 16 February 1867 the 139-kilometer line was 
opened to traffic.®* 


For a brief moment the railway’s success was imperiled by 
the cut rates of competing muleteers. The latter had bene- 
fitted by the construction in the 1860’s of a new and finer 
trans-Serra highway, built perhaps as a pork-barrel measure 
but ostensibly at least for the very aim of holding down rail- 
way freight rates. Two weeks after the railway had been in 
service its head engineer urged a lowering of these rates, 
since many shippers were, after giving rail service a try, 
returning to mules. His subordinate in Santos saw a “great 
quantity of wagons and muleteams unloading and loading 
produce as if there were no railroad right nearby.” It was 
found that to ship 3,743 arrobas from Campinas to Santos 
cost 2:844$000 if sent the whole way by mule and 4:122$064 





52 Relatorio da Comissdo Encarregada pelo Governo Imperial por 
Avisos do 1o. de Outubro e 28 de Dezembro de 1864 de Proceder a um 
Inquerito sobre as Causas Principais e Acidentais da Crise do Mes de 
Setembro de 1864 (Rio de Janeiro, 1865). 

53 Adolfo Augusto Pinto, Historia da viagaéo publica de S. Paulo (Sao 
Paulo, 1903), pp. 24-35, 298. 
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if sent by mule to Jundiai and thence by train. Moreover, 
the muleteam gave “door-to-door” service, while the railroad 
involved transhipments and tended, because of its centralized 
facilities and fixedly channelized arteries, rather to mold 
than to serve man’s economic behavior.*4 

That shipment by rail soon “took,” however, is shown by 
statistics for the Company’s first years of operation: 


Year No. of Passengers Tons of Freight Profit 

1867 28,707 26,114 932 :283$414 
1868 51,215 60,199 1.143 :622$371 
1869 69,186 78,065 1.440 :315$616 
1870 75,399 68,433 1.187 :425$106 
1871 74,243 93,890 1.817 :065$37055 


There is also a patent correlation between the advent of 
the railroad and the following figures for exports via Santos: 


Coffee Other Products 
Years (kilos) (value) (value) 
1859-1862 62,815,246 22,428 :195$303 2.076 :257$626 
1862-1865 63,090,684 24.667 :056$663 1.353 :006$834 
1865-1868 68,956,489 24.427 :414$193 13.500 :578$367 
1868-1871 166,208,362 38.663 :774$853 17.564 :082$841 
1871-1874 199,723,684 55.664 :332$919 19.726 :087$274 56 


Certain contemporaries were not quick to see the new phase 
of activity and expansion that the capital could anticipate by 
grace of its strategic positioning upon this axial rail line and 
as hub of numerous projected ones. Codman felt that “when 
the road is opened, as it soon will be, into the rich district of 
Campinas, this place [S40 Paulo] will lose its commercial 
importance.” 57 And Godoy, commenting on the decadence of 
the Paraiba valley (1869) and on the need to tie it into the 
Sao Paulo-Santos line with a feeder, ascribed to Santos a 
future that actually fell to the capital: 


Imagine the future importance of Santos when it re- 
ceives all the agricultural wealth from the south, west, 
and north of S. Paulo and the south of the province of 
Minas Gerais; when its market becomes the seat of the 
great exchanges, the thousand transactions born of the 





54 Arquivo do Estado de Sado Paulo, sala 10, mago 85, Capital (J. J. 
Aubertin to the Provincial President, 1 March 1867). 

55 Pinto, op. cit., pp. 234-235. 

56 Joaquim Floriano de Godoy, A Provincia de S. Paulo, trabalho 
estatistico historico e noticioso (Rio de Janeiro, 1875), p. 120. 
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productive exuberance of those richest of regions. Then 
Santos will be the great commercial emporium of S. Paulo, 
becoming the propulsive center whence life and sap shall 
leave, through a thousand channels, for the remotest ex- 
tremities of the great arterial system that covers such 
vast areas.5§ 


There were a few signs, however, of the capital’s new 
animation even before 1870. In that year Hadfield returned 
to Sao Paulo, after an absence of only two years, and his 
impressions are a good yardstick of the quickening tempo of 
life: 

Looking about the city and neighborhood I perceive 
many improvements since I was last here, the city itself, 
together with the streets, being remarkably clean. Roads 
in the outskirts, which were formerly quagmires, have 
been bottomed ... and are now in very good order; in 
fact, there can be no doubt that San Paulo is destined to 
a go-a-head, as the capital of the province and the cen- 
tral pivot of railway communication. Gas works are now 
in the course of erection, to replace the existing oil lamps, 
and the Provincial Assembly has given powers to the 
Government to contract for a supply of water; so all 
modern conveniences will soon be found here. . . . Con- 
siderable improvements have been made about the railway 
station, which now presents a very cheerful aspect; the 
engineering workshops have been considerably enlarged, 
and everything placed on a comfortable footing for traffic 
arrangements, both as regards goods and passengers.*® 


Within eight years of the completion of the trans-Serra 
line, the four main railways that were to serve the hinterland 
were already in operation. These were: Cia. Paulista (north- 
northwest from Jundiai), Cia. Ituana (west from Jundiai), 
Cia. Sorocobana (west from Sao Paulo), Cia. Mogiana (north 
from Campinas). The last important line of this network 
centering on the provincial capital passed, not through virgin 
lands, but east-northeast along the now slightly decadent 
Paraiba. This was the Cia. Sado Paulo e Rio de Janeiro (later 
the Estrada de Ferro Central do Brasil), linking Sao Paulo 





57 John Codman, Ten Months in Brazil: with Notes on the Paraguayan 
War (Edinburgh, 1870), p. 70. 

58 Joaquim Floriano de Godoy, Ligacéo do valle do Parahyba 4& via 
ferrea de Santos (Rio de Janeiro, 1869), pp. 4-5, 15, 38. 

59 William Hadfield, Brazil and the River Plate 1870-76 (London, 
1877), pp. 169-170. 
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with the capital of the nation. A close correspondence exists 
between these five lines and the historic routes for overland 
travel and haulage. Statistics once again indicate how great 
an economic change was wrought by the railways: 


Year Passengers Tons of Freight Profit 
(Sao Paulo Railway Company, Ltd.) 
1870 75,399 68,433 1.187 :425$106 
1880 130,584 177,482 2.577 :730$530 
1890 422,355 607,309 4.007 :503$800 
(Cia. Paulista) 
1872 33,531 26,150 124 :886$716 
1880 178,373 99,198 1.313 :378$103 
1890 348,150 300,857 3.484 :385$534 
(Cia. Mogiana) 
1875 28,659 11,881 20 :616$409 
1880 98,336 35,362 410:4223473 
1890 409,482 141,234 2.080 :066$086 
Kilometers of track in Sao Paulo province: 
1870 — 139 1880 — 1,212 
1875 — 655 1885 — 1,640 
1890 (Sao Paulo state) — 2,42560 


A final group of figures, a sequel to those given earlier, 
demonstrates the definitive shift of coffee planting to the 
province’s northwest quadrant, whose economic reach the 
railways were so extending: 


1854 1886 
arrobas of arrobas of 
coffee % of total coffee % of total 
Paraiba valley 2,737,639 17.5 2,074,267 20.0 
Northwest 796,617 22.5 8,300,083 80.0 
8,534,256 100.0 10,374,350 100.0 


The Paraiba production had begun its decline, while that of 
the northwest, which had increased tenfold during 1836-1854, 
was once again decupled.* 

It was not only by making coffee more marketable that the 
railways served to settle the hinterland. The Cia. Paulista, a 
private Brazilian concern, was the most enterprising in this 
regard. It began giving free passage in the 1880’s to immi- 
grant labor destined for fazendas. It opened up a vast zone 





60 Pinto, op. cit., pp. 233-239. See pp. 36-251 passim for information 
as to financial organization, smaller lines, engineering problems, rolling 
stock, variance of gauges, etc. 

61 Milliet, op. cit., pp. 18-19. 
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by providing steam navigation of the Mogi-guassu River. It 
spurred cattle-raising by helping to establish Brazil’s first 
refrigerated packing-plant; by opening river-boat service to 
bring cattle into Sao Paulo from Goids, Mato Grosso, and 
Minas Gerais; by slashing rates to facilitate cattle shipment 
from winter ranges to the capital; by furnishing refrigerated 
cars for the meat export trade. The Paulista made available 
low-interest loans and low-cost rolling stock to tributary rail- 
ways, and later-it impeded the brutal deforestation of the 
land by experimental arboriculture and large-scale eucalyptus 
plantings. 

Railroads were one prerequisite for the prosperity of the 
new coffee realm and its capital city. Another was a depend- 


able labor supply. For the latter, slavery was no solution. 
Not only had the import of African Negroes been out of the 
question since 1850, but a vigorous emancipation campaign 
was underway by 1870. In Sao Paulo it received fiery leader- 
ship from such figures as the journalist and ex-slave Luis 
Gama and the law students Rui Barbosa and Castro Alves 
(later famous as, respectively, jurist and poet). Abolitionism 
was further evidence of how the liberal urban mind exacted 
conformance from the tradition-bound rural patriarchy. The 
urban press, prompted in part by the foreign colony, took up 
the cry. Leaders of the new Republican Party made their 
stand unequivocal by the late 1880’s. Finally the planters 
themselves met the challenge, founding in the capital an 
Emancipation Society (1887) pledged to freeing all slaves 
within three years. By March, 1888, voluntary manumission 
had liberated 40,000 of the province’s slaves, and thousands 
more were without hindrance fleeing en masse. 

The ease of the planters’ conversion becomes more under- 





62 Adolfo Augusto Pinto, As estradas de ferro de S. Paulo (Sao 
Paulo, 1916), pp. 65-73. 

This is not to say that the mechanized era was without its ineffi- 
ciencies. Owing to poor roads animal haulage from fazenda to railway 
was slow and costly, and at stations occurred further wastage, since 
coffee sacks were loosely tied and received little surveillance. Five 
different gauges of track entailed toilsome transhipments, while the 
variance of shipping charges led to the use of circuitous routes to 
market. Moreover, freight movements were predominantly one-way, 
from farm to seaport. A. Laliére, Le café dans l’Etat de Saint Paul 
(Paris, 1909), pp. 301-309; Laérne, op. cit., pp. 199-202. 
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standable when we consider that their efforts to import free 
European labor were bearing fruit. In 1871—the year of the 
Rio Branco Law, which freed any Negro born thereafter into 
slavery—they had formed an Association of Colonization and 
Immigration. Aided by provincial and federal subsidies, the 
Association set about to introduce agricultural workers. The 
yearly average of such immigrants, however, for the period 
1871-1884 was only 1,959, scarcely enough to offset current, 
and still less future defections of slaves. But at that point— 
at the very time mass manumission became generally accepted 
—the immigration figure took on sharp increments: 


I hai 6,500 
aaa aes 9,536 
1887 = 32,112 
1888 92,086 
| rr a 
eine Oe a 38,291 
1891 _.... 108,73664 


The success of subventionary immigration was in part 
owing to the efforts of Queirés Teles (later Viscount of Par- 
naiba) who in 1878 visited eight countries of western Europe 
and returned to praise their, and particularly Italy’s, poten- 
tiality as a labor source. Later, during his term as Provincial 
President (1886-7), he spurred the founding of a new Promo- 
tive Society for Immigration. He built in the capital a Lodge 
for Immigrants, equipped with dormitories, refectory, in- 
firmary, and laundry, where new arrivals could board for a 
week without cost while awaiting “distribution” to fazendas; 
by 1888 the Lodge accommodated 4,000 persons. He tire- 
lessly visited planters, political enemies as well as friends, 
urging them to build neat, healthful workers’ dwellings so 
that he might justifiably counteract bad rumors about the 
lot of Paulista colonists that came to the ears of Europe. The 
provincial budget for subsidizing immigration was 46:000$ 
in 1881; by 1887 it was 3.203:000$." It is therefore evident 


63 Luis Amaral, “O colono italiano e a libertacao do negro,’ Anais do 
III Congresso Sul-Riograndense de Histéria e Geografia (Porto Alegre, 
1940), III, 1034-1035; Anténio Manuel Bueno de Andrada, “A aboli¢ao 
em Sao Paulo,” Revista do Arquivo Municipal, LXXVII, June-July 
1941, 261-272. 

64 Departamento Estadual do Trabalho, op. cit., pp. 11-13; Ribeiro, 
op. cit., II (1), 32; Egas, op. cit., I, 459. 
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why, when the “golden” Emancipation Law was signed on 13 
May 1888, slavery had already ceased to be a matter of con- 
tention in Sao Paulo province and its capital. 

With railroads and a labor pool assured, the exploitative 
urban-capitalist nature of the coffee boom could more clearly 
be seen. The planter’s modus operandi which improverished 
the Paraiba region and then turned to focus on the north- 
west has been described as follows: 


The extractive culture of the soil, which the planter saw 
himself obliged to practice, cannot be called agriculture. 
It desolates the fields and makes of them deserts. It brings 
no well-being nor offers assurance of stability. ... Brazil 
has exported its own patrimony, its capital, its wealth 
represented by the land’s fertility, in behalf of a small 
number of intermediaries. This explains the poverty of 
our rural populace and the prosperity of the cities, which 
are the abode and center of the former [i.e., the interme- 
diaries] .® 


Writing in about 1909, Pierre Denis described how this 
conversion to monoculture, with its mechanized marketing 
process and parasitic middlemen, had aggrandized Sao Paulo 
and Santos at the expense of cities of the interior. The latter: 


... are not and have never been coffee markets. The only 
markets for coffee are Sao Paulo and Santos, and the busi- 
nessmen of Sao Paulo and the comissdrios of Santos are in 
direct contact with the planters. The cities of the interior 
have not the function of concentrating the harvest, but 
they do control the distribution, in the agricultural dis- 
tricts, of imported merchandise. . . . Each city has stores 
for hardware, cloth, and groceries from which the depots 
of fazendas are provisioned. They live also from the 
money trade. Planters find credit at small local banks, 
which are maintained by more powerful banks situated in 
Sao Paulo.* 


The following newspaper of 1890 is typical of countless 


65 Adelino R. Ricciardi, “Parraiba, o pioneiro da imigracéo,” Revista 
do Arquivo Municipal, XLIV, Feb. 1938, 137-151; Henrique Doria de 
Vasconcelos, “Alguns aspectos de imigracao no Brasil,” Boletim do 
Servico de Imigragdo e Colonisagado, 3 Mar. 1941, 5-86. 

66 Paulo Pinto de Carvalho, Aspectos de nossa economia rural (Sao 
Paulo, 1943), pp. 34-38. 

67 Pierre Denis, Le Brésil au XXe siécle (7th ed.; Paris, 1928), pp. 
110-111. 
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others which announced the ascendancy of the urban middle- 
man in agricultural Brazil: 
COMMERCIAL OFFICE 
OF 
Augusto M. de Freitas 
59 Sao Bento Street [Sao Paulo city] 

Buys any quantity of coffee. 

Arranges the sale of coffee, by lots, in this market or 
in Santos, where transactions are made with important 
commercial houses. Receives products on consignment 
from the interior or abroad. Will undertake as agent any 
business in the interest of third parties. Buys and sells 
buildings, lots, plantations, notes of public or private debt, 
letters of exchange, etc.*8 


It was in the mid-1880’s, largely owing to a sharp dip in 
world coffee prices, that urban comissdrios began to press 
their stranglehold on the coffee lands. Thitherto they had 
freely extended credit to planters, generally at 12%, and had 
nearly as freely been willing to renew such extensions. But 
by 1885 the money market had grown suddenly tight. Laérne 
learned that coffee was yielding “very little or no profits” 
and was informed by a planter that only 20% of his class 
were “free.” In the event of “liquidation” 30% could scarcely 
have paid their debts, while 50% were so “desperate” they 
would not have survived. 


This pinch (which applied more to fazendas tributary to 
Rio than to those of northwestern S40 Paulo) was shortly 
relieved by a firmer market and by the influx of foreign 
labor. Yet the middleman’s dominion was established. By 
the turn of the century coffee, delivered in Santos to a “half 
dozen exporters” who set their own price, was selling abroad 
for ten times what the planters received. 


The facility of credit, which planters not only used but 
widely abused, was not a foundation propitious for a solid, 





By 1889 the capital had a Free Bourse and boasted the following 
banks: Royal Credit Bank of Sao Paulo, Planters’ Bank of Sao Paulo, 
Commercial Bank of Sao Paulo, Nielsen & Co., Popular Bank of Sao 
Paulo, and branches of the Bank of Brazil, London and Brazilian Bank, 
English Bank of Rio de Janeiro, and Mercantile Bank of Santos. At 
that time banks existed in only seven of Brazil’s twenty provinces. 
F.-J. de Santa-Anna Nery, Le Brésil en 1889 (Paris, 1889), pp. 372-377. 

68 0 Estado de Sado Paulo, 15 Jan. 1890. 


69 Laérne, op. cit., pp. 183-185, 194-197. 
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enduring structure. Nor are [1902] the reputations for 

benevolence, to which the coffee comissdrios have acquired 

title, of a nature to justify for all time a commercial sys- 
tem that is today so costly for being retrograde, archaic, 
and wholly incompatible with the needs of the situation.” 

It must not be thought, however, that a strict dichotomy 
was arising between a city bourgeoisie and a rural gentry— 
such as in colonial times existed between Portuguese mer- 
chants and sugar barons in northern Brazil. For with rail- 
roads the coffee proprietors, who had customarily lived on 
their estates or in towns nearby, could now enjoy a more 
comfortable and stimulating life in the capital, remaining in 
close touch with their fazendas. As city-dwellers of wealth, 
social prestige, and university education, many of them en- 
tered into urban economic activities—as railroad directors, 
industrial pioneers, bankers, etc.—or into pursuits familiar 
from student days of a forensic, political, or journalistic na- 
ture.71 Foreigners, whatever their class, and most Brazilians 
were far more easily identifiable with urban or rural inter- 
ests. (Few if any planters, however, became brokers or 
comissarios.) 

Certain graduates produced by the Law Academy before 
the late 1870’s, therefore, though their training tended to be 
legalistic and literary, had nonetheless a broad-mindedness, 
a sense of dedication, an ability to act within a framework 
of humane ideals. The generation that included such figures 
as Rui Barbosa and Joaquim Nabuco dominated public life 
until, approximately, the First World War. So assuring was 
their leadership that it was hard to realize that they had been 
formed in the era of romanticism and mid-century liberal- 
ism, and to recognize that institutions of learning were no 
longer preparing men to address, masterfully and inspiringly, 
the new complexities of an urban age. 


Natural attrition of these leaders and, after 1902, ruinous 
coffee crises were by 1920 to leave the native rural-urban 


70 Adolfo Augusto Pinto, Questoes economicas (Sao Paulo, 1902), pp. 
92-98. 

71In 1882 “Junius” observed that the city had begun to receive 
“countless rich families born and long resident in ... the interior.” 
He further noted that the capital attracted people from Sao Paulo and 
other provinces who came to exercise professions or engage in indus- 
try. Junius, Notas de viagem (Sao Paulo, 1882), p. 56. 
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aristocracy with but the tatters of social prestige. Even 
more than in the allegedly laissez-faire industrial societies of 
the northern hemisphere, S40 Paulo’s economic development 
fell haphazardly to individual initiative: to foreigners, to 
isolated Brazilians who had scraped up skills and experience 
at home, and to Brazilians educated abroad. A new cadre 
of leaders began to emerge—traditionless, opportunist, gener- 
ated by the city. The industrialization of Sao Paulo, begin- 
ning in about the 1870’s, made it a spawning-ground for such 
an elite and propelled the city itself into a role of command- 
ing economic and political importance within the nation. 

A partial survey (1901) of the capital’s industries gives 
the year of founding for 94 of 108 concerns listed. Of the 
94, only four predate 1870, while 41 fall in the years 1870 
to 1890.** 

The city’s first factory-size cotton-spinning and weaving 
mill was founded by the Baron of Piracicaba (who was 
reputedly the first to have made extensive coffee plantings 
west of the capital) and his European-educated son, Diogo 
Antonio de Barros. In 1870 the latter acquired machinery 
from John Platt & Sons of Lancashire, and by 1872 the mill 
was in operation with 30 looms and 60 workers. By 1887 
this and a second mill of Diogo Anténio’s in the capital had 
a total of 350 looms. There were ten other mills in the in- 
terior—four of them at Itu, which was the center of the 
cotton region—but those in the capital were much larger and 
indicated it as the point of future concentration.** 


The trend toward this concentration had been emphasized 
in 1881 by a Portuguese businessman who urged his govern- 
ment to appoint a full consul there, since Sao Paulo was the: 


. capital of the province, two and a half hours from the 
port of Santos, and the center of convergence for all the 
railways from the province and the Court [Rio]. Its 
location indicates that it is here that exist the greatest 
number of interests to deal with and where all questions 
can easily be solved. The consul who comes to 8. Paulo 





72 Anténio Francisco Bandeira Junior, A industria no Estado de Sdo 
Paulo (Sao Paulo, 1901), pp. 3-220. 

73“Major Diogo Anténio de Barros, pioneiro da industria,” Revista 
industrial de Sado Paulo, I, 4 Mar. 1945, 31; John Hough, “Reminis- 
cences of Old Sao Paulo,” Times of Brazil, 14 Dec. 1934. 
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has near him the higher provincial authorities, with whom 

he can deal directly, and from here he can oversee every 

locality, which would be impossible in Santos." 

By 1887 the capital and its environs could boast, in addition 
to Diogo Anténio’s mills: 

A ceramics plant, employing 300 workers, producing 
2,000,000 bricks and 1,000,000 tiles per year. (Also scores 
of small kilns, profiting by abundant raw material and 
the city’s construction boom). 

5 large foundries, including 2 operated by railways. 

A factory for calicos with 70 workers, producing 320,- 
000 meters per year. 

4 plants for wood manufacture, the largest with a 40 h.p. 
engine, 26 machines, and 78 workers. 

A furniture factory with 32 machines and 100 workers. 

Brazil’s largest plant for producing lard and other by- 
products from swine. 

A match factory with 80 machines, 120 workers, and an 
output of 250,000 boxes per day. 

2 hat factories, employing 245 workers and supplying 
the vast tributary region of Sao Paulo province, Minas 
Geras, Parana, and Goias. 

Hundreds of smaller plants and artisans’ shops. 

The industrialization and urbanization of Sao Paulo are 


vividly reflected in the swift increase of its population: 


I i eee 23,243 
NN ene ce area Be Oe 
I ica oe eee) 
OR Grae a eh oor eee 


With this expansion came all the accoutrements of citifica- 
tion: streetcars, streetlighting, piped water, a sewage system; 
jails, hospitals; operas, plays; hotels, restaurants, beergar- 
dens; parks, a racetrack; fashion shops, bookstores; elegant 
mansions and mushrooming slums. A report of 1891 de- 
scribed the city’s turbulent growth with certain apprehen- 
sion: 


Although founded over 330 years ago, S. Paulo is a new 
city, whose general appearance is now marked by constant 
renovation of old buildings, which vanish rapidly, and by 





74 Abilio A. S. Marques, Interesses da colonia portuguesa na Pro- 
vincia de S. Paulo (Sao Paulo, 1881), p. 27. 

75 Comissaéo Central de Estatistica, Relatorio apresentado ao Exm. 
Sr. Presidente da Provincia de S. Paulo (Sao Paulo, 1888), pp. 260-264. 
76 Ribeiro, op. cit., II (2), 406. 
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the numerous structures that make up the new districts. 
Two-thirds of the city, certainly, is of very recent date. 
Examined in toto, S. Paulo is a modern city with all the 
defects and advantages inherent in cities that develop 
very swiftly. Imparities in buildings and street-planning, 
very appreciable differences in level, irregularity of con- 
structions that are always erected without preconceived 
plan, large inhabited areas lacking indispensable improve- 
ments needed for hygiene, wide spaces either unoccupied 
or very irregularly utilized, and along with all this a 
population that has tripled in ten years, much activity, 
much commerce, extraordinary rise in land and building 
values, and a naturally pleasant climate.77 
A comparison of the censuses of 1872 and 1890 reveals: the 
rise of a capitalist class; the afflux of planters to the city; 
the increase of women in liberal professions; and, in general, 
an abandonment of rural pursuits in favor of commercial, 
industrial, bureaucratic, and intellectual ones. The wellspring 
drawn upon by new commercial and technical occupations 
was foreign immigration. Bandeira’s list of industries 
abounds in such names as Raffinette, Nardelli, Kleeberg, 
Christofani, Fowels, Weltmann, Sydow, Maggi, Falchi, Stupa- 
koff, Zimmerman, Scorzato, and Witte. And from his sketchy 
figures on employees I estimate that 75-859 of the pro- 
letariat were foreigners.*® 
Van de Putte observed in 1890 that foodstuffs were gener- 
ally sold by Portuguese and Brazilians, dry goods by Brazil- 
ians, Germans, French, and Italians. Italians were the prin- 
cipal retailers for shoes, tinware, and hardware. The bakers, 
pastry-cooks, and tanners were French or German. Metallur- 
gic plants belonged mostly to the English and Americans, 
with Brazilians and Germans next in importance. Portu- 
guese and Brazilians did rough carpentry, while the more 
skilled joiners were Brazilians, French, and Germans.”® 
It is easy to see how wealthy or middle-class Europeans 
might come to the capital on their own account (as they had, 
in smaller numbers, during previous decades), drawn by its 





77 Relatorio da Commissdéo do Saneamento das Varzeas, S. Paulo, 
1890-1891 (manuscript in Biblioteca Municipal of Sao Paulo), pp. 1-2. 

78 Lucila Herrmann, Alteracdo da estrutura profissional da capital 
do Estado de Sado Paulo (manuscript); Bandeira Junior, op. cit., pp. 
3-220. 

79 Hubert van de Putte, La Province de Sado Paulo du Brésil (Brus- 
sels, 1890), pp. 34-35. 
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spreading fame as a “boom town” or by first-hand reports 
from associates. But allowing that until the mid-1890’s most 
lower-class immigration was subsidized and thus destined for 
fazendas, whence came those foreigners who in the 1870's 
and 1880’s appeared as textile workers and bootblacks, ped- 
dlers and day laborers? How can it be explained that be- 
tween 1872 and 1886, the city’s foreign population rose from 
8% to 25% of the total? 

The answer is two-fold. First, the colonizing system fixed 
upon by the planters was, as has been shown, the capitalistic, 
urban-type “labor pool,’ which assured the immigrant his 
transportation and life necessities but kept intact the large 
estates. Once the colonist had worked off his obligations, he 
was free to drift elsewhere since he owned no land outright. 
If he were dissatisfied with fazenda life or came from an 
urban area in Europe, he would be quite inclined to drift city- 
ward. And as the disparity between rural and urban oppor- 
tunities widened, this drift became ever more pronounced. 

Secondly, many subsidized immigrants stuck to the city’s 
fingers, as shown by such figures as I have managed to cull: 


Subsidized Immigrants No. Remaining 
Period to the Province in the Capital 
1879 424 198 
January-October 1883 3,955 1,322 
April-July 1884 2,032 380 80 


In 1887 the director of the Promotive Society for Immigra- 
tion resolved to “avoid the embarkation [from Genoa] of so 
many families of artisans and merchants for this city [Sao 
Paulo]” and to encourage more farmers. The Society later in- 
formed that although most of the first immigrants it obtained 
(1886-8) went into agriculture, a number did find employment 
“in this Capital and populous centers of the State, developing 
considerably all branches of industry.” By 1889-91 the trend 
had reversed, and only two-fifths were going to agriculture.*! 

If the lower-class European were enterprising, he discover- 
ed that Paulista society now offered considerable economic 





80 Anais da Assembléia Legislativa Provincial de Sado Paulo, presi- 
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81 Diretoria da Sociedade Promotora de Imigraca em Sao Paulo, 
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Nov. 1887, p. 5; Sociedade Promotora de Imigracéo, Relatorio ao Vice 
Presidente do Estado de Sado Paulo, 1892, pp. 3-7. 





a 





— 








SAO PAULO IN THE NINETEENTH CENTURY 37 


and even social capillarity. A common avenue for self- 
advancement was the mascate’s, or peddler’s, trade. Loaded 
down with cheap staples and gimcracks of the city (or, if 
more prosperous, leading a mule or two), the mascate made 
his rounds of the fazendas, selling and bartering. His con- 
stant dream was to acquire capital for a small general store 
on a trafficked road of the interior, and eventually to open a 
shop or even factory in a city, ideally Sao Paulo. By the 
1880’s it was the Italians, especially Calabrians, who were 
monopolizing the mascate’s trade, though they too would soon 
be displaced by the even cannier Syrians.** 

The influx of Italians, who were by 1897 to outnumber 
Brazilians two to one in the capital, was a decisive phenome- 
non of the period. Though many hundreds came in the 
1870’s, the steady stream began in 1882. In 1887 the Promo- 
tive Society—won by their industriousness, their eagerness 
to emigrate, and by the steamer fare saved by embarkation _ 
from Genoa—swelled the stream to flood-size. The figures 
for immigration via the port of Santos read as follows for 
the decade 1882-1891: 





Italians 202,503 Danish 1,042 
Portuguese 25,925 Belgian 851 
Spanish 14,954 English 782 
German 6,196 Swedish 685 
Austrian 4,118 Swiss 219 
Russian 8,315 Irish 201 
French 1,922 Others 483 
Total 263,196 83 


It was in 1890 too early to perceive the rise to high estate 
of those Italians of humbler origin. Residents of Sorocaba, 
however, were in the 1880’s coming to know the 30-year-old 
Francisco Matarazzo who, undaunted by having lost at sea 
the merchandise he bought from Italy in 1881, was experi- 
menting with new methods for putting up lard. He was 
branching out into other foodstuffs as well, preparing to shift 
his expanding business to the capital, where a few decades 
later he would be recognized as South America’s richest in- 
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82 Pierre Deffontaines, “Mascates ou pequenos negociantes ambulantes 
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dustrialist and peer of the proudest Paulista lineages.** 


5. A Prospect for the 20th Century 


The purpose of this study has been to show how Sao 
Paulo’s overnight growth from a small provincial town to a 
booming metropolis (which today reaches a population of 
2,500,000) is closely related to a tradition-breaking, “indus- 
trial” exploitation of the coffee hinterland. I have not space 
to follow the city’s tumultuous 20th-century growth, or to 
explore the manifold problems and incongruities which its 
existence in an agricultural, economically underdeveloped na- 
tion presents. These themes can at least be suggested, how- 
ever, if we briefly examine the moment when the metropolis 
itself first seemed to become aware of them. That moment 
was the outbreak of World War I. 

The hostilities of 1914 caused an immediate crisis in Sao 
Paulo, by then a city of 400,000, which was reflected in a 
wave of unemployment (with many factories operating only 
two or three days a week) and a sharp rise in the price of 
staples. The latter was largely artificial since large stocks 
of commodities were on hand and, furthermore, prices of 
domestic products kept pace with those of foreign goods. The 
opportunism of middlemen was revealed when the city estab- 
lished open markets (feiras livres) that bypassed their serv- 
ices and led to price cuts of as much as 50%.% 

City administrators, as represented by Sao Paulo State’s 
Department of Labor, were forced into an investigation of 
metropolitan instability. They concluded that the unneces- 
sarily sharp repercussions of the European war were ex- 
plained by two causes. First was the “pernicious urbanism” 
which had attracted a “plethora” of workers from under- 
privileged rural areas. In normal times a man could even- 
tually find employment in the city, but such a worker was 
“almost always superfluous, parasitic, tolerated.” A sudden 
crisis could produce “tens of thousands of unemployed where 
a few days before there seemed to exist only well-being and 





84 A. d’Atri, L’Etat de Sado Paulo et le renouvellement économique de 
UVEurope (Paris, 1926), pp. 115 ff.; In memoriam—Conde Francisco 
Matarazzo (Sao Paulo, n.d.). 


85 Boletim do Departamento Estadual do Trabalho, III, 12-13, 1914, 
pp. 475-479, 791-794. 
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tranquility.” In 1914 the city’s streets were filled with idle 
workers, while coffee planters were crying for labor. From 
August to October the state government subsidized the trans- 
fer of 12,000 persons to the interior. 

Secondly, the Department deplored the lack of social legis- 
lation guaranteeing job tenure and minimum wage levels. It 
was further recognized that the necessary corollary to such 
reform was an agrarian program calculated to restrain the 
exploitative single-mindedness of coffee-growing and to en- 
hance the prospect of rural settlement by making small home- 
steads available.*® 

The crisis of 1914 brought to Sao Paulo’s intellectual and 
managerial classes convincing evidence that the knack of the 
city mind for assessing, factoring out, and manipulating for 
private gain the socio-economic components of production 
could derange the ecology of a vast hinterland. The infiltra- 
tion of rational capitalistic techniques, they now began to 
realize, must in the long run entail rational appraisal of 
society in its interacting totality. In recent decades the 
Paulista metropolis has, by its inordinately swift expansion, 
posed more dramatically than any other Latin American city 
the need for this larger appraisal. 





86 Jbid., pp. 467-475 and IV, 14, 1915, pp. 11-14. 





The Promise of Latin American 


Economics 


By ELGIN WILLIAMS* 


Three recent books! invite appraisal of the present state of 
Latin American economics, and of the social and intellectual 
function of the several strands of thought which are gather- 
ing themselves together in that discipline. It is the more 
interesting to do so because the importance of the field 
transcends the subject-matter. Theorems and methods of 
analysis developed by Latin Americanists apply with appro- 
priate modifications to the whole world; so much so that we 
can say that the volumes under review are stages in the crea- 
tion of the world’s first truly general and comparative econo- 
mic theory. Secondly, the very nature of the materials 
studied has dictated a fusion of many formerly discrete 
methodologies; so much so that we can say that these volumes 
also represent stages in the unification of the social sciences. 

Appearance of the volumes thus prompts reflection on the 
meaning of Latin American economics as part of more 
general trends in contemporary thought. Practically, for most 
teachers and scholars, this reflection will culminate in at- 
tempts to answer two questions: What should the “Latin 
American course” in economics contain and do? What should 
be the content of more general courses in the theory of econo- 
mic development, inevitably soon to be added in large num- 
bers to university and college curricula? Answers to these 
questions may perhaps help us to recognize and embrace, 
when and if they appear, the new comparative economics and 
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lems of Latin America (Washington, The Inter-American Affairs Press, 
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the new social synthesis, thus innoculating ourselves against 
the intellectual parochialism and susceptibility to academic 
fads which for so long have been occupational diseases for 
workers in the human disciplines. 

I. Gordon on the Economy of Latin America 


An unholy pair of problems have so dominated modern 
history, including the history of Latin America, that their 
analysis and criticism have also dominated the history of 
economic thought for seven generations. These two prob- 
lems are monopoly and depression. At least this is the form 
in which economics has typically considered them; when we 
delve farther into the matter, as Latin Americanists are 
forced to do, we find that the term “monopoly” points to 
what in the Western world is part of a universal human 
tendency to oligarchy and authoritarian rule in social affairs; 
and that the term “depression” points to part of a larger 
sabotage of production and consumption which must be laid 
squarely at the feet of this universal oligarchical authoritar- 
ianism. There is still a fundamental absence of democratic 
institutions of economic decision-making and control in the 
world, and for this reason there is still a terrible gap between 
what man’s standard of living could be and what it is. Pro- 
fessor Gordon’s book, designed to introduce students to the 
economy of Latin America, does so by showing how in a 
hundred interrelated ways oligarchy and its twin, permanent 
depression, dovetail to produce a characteristic way of life 
for half the population of the Western hemisphere. 

This necessitates an institutional rather than a country- 
by-country approach. The key institutions historically deter- 
mining the present character of the Latin-American economy, 
indeed the whole world economy of which Latin America is a 
part, are those locally-known as mercantilism and the en- 
comienda system. Obviously both were (and are) but the 
international and national aspects of the omnipresent system 
of oligarchy or oligopoly, with its corollaries of authoritarian 
government; disfranchisement and subsistence living-standard 
for the masses; forced labor; and the market consequences of 
overproduction and underconsumption. Nations in a mer- 
cantilist world, which the world has been ever since the 
production revolutions beginning in the fifteenth century 
raised the embarrassing problem of “surpluses,” find it im- 
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possible to use the new productive powers for domestic con- 
sumption; social stratification precludes that. Imperialistic 
military ventures of an internationally competitive nature fill 
the gap. The subsequent history of colonial countries, in 
which the restrictions of mercantilism and the slavery of the 
encomienda are only gradually eliminated, is the story of 
countless revolutions followed by the restoration of the old 
institutions under different names. As decade follows decade 
and the lot of the Indian remains substantially unchanged, 
history seems -to stand still. Cortés is now called Don 
Porfirio; the conquistador a caudillo; the monarchy a repub- 
lic; the encomienda an hacienda or finca; but “the Spanish- 
descended aristocracy still dominates” (p. 26), or is replaced 
by a local aristocracy of the same sort. 

Economically this persistence of the old institutions of 
minority rule, with the majority “staying in its place,” means 
the institutionalization of inefficiency. Mass exploitation nec- 
essarily means mass ignorance and low productivity, feudal 
handicrafts and hand-agriculture. Latin America of course 
suffers from the world-wide depressions set in motion in the 
industrialized countries; but here the paralysis of production 
by unequally-distributed purchasing power is part of the 
order of things, undisturbed in good times and bad. One of 
Professor Gordon’s most interesting points concerns the effect 
of this situation on Latin American philosophy. One group 
observes, or thinks it observes, that the relative absence of 
poverty in the countries to the north is due to the “capital 
accumulation” of a variant of oligarchy in whch power de- 
rives from the ownership of money instead of land. ‘‘There- 
fore they advocated the encouragement of the migration of 
capital to Latin America by all possible means. Alberdi said, 
‘The peso is an immigrant that demands concessions and 
privileges. Grant them, because capital is the left arm of 
progress’.” Another group, the idealists, gains “great popu- 
larity by denouncing the evils of foreign capital penetra- 
tion. . . . The strong-arm tactics, used in many cases by 
penetrating foreign capital, provided ample basis in many 
cases for such a denunciation; it became popular to denounce 
especially Tio Sam and his big stick.” (pp. 11-12). 

It is one of the great tragedies of Latin-American cul- 


ture [Professor Gordon concludes] that the positivists, the 
one group which to some extent was earnestly trying to 
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advance the well-being of the region, became associated 
with foreign imperialism, and that idealism unfortunately 
became the most popular school of philosophy because of a 
very doubtful contribution in terms of ego-gratification at 
a time when Latin Americans were affected by an infer- 
iority complex. (p. 13). 


The ordered or authoritarian agricultural society is a 
sturdy weed. Moreover improved varieties, such as falangism 
and Peronismo, using advanced techniques of propaganda and 
control to protect the old institutions from the DDT of mod- 
ernism and economic reformism, seem to give the weed a new 
lease on life. Nevertheless Professor Gordon believes that 
the new is growing along with the old in Latin America, and 
his analysis illustrates that blending of the other social 
sciences which has already been commented on. In Mexico 
and Peru “is evolving what may well be a new economic and 
social system of a sort that has prospect for providing a 
solution for... the problems that plague so many Latin- 
American countries.” This new system is, in Mexico, distinct 
both from the old feudalism and from capitalism, blending 
such diversely-originating but commonly-tending elements as 
“the communal landholding system of the pre-Cortez Aztecs” 
from which has been drawn the idea of the ejido; the Spanish 
law from whence comes “the idea that the government is the 
owner of the minerals in the ground;” Marxian Socialism 
with its active, aggressive five-year plans for increased pro- 
duction, led by the formerly-passive masses; and “the school 
of progressive education influenced by John Dewey” from 
which has come much of the inspiration for the revised Mexi- 
can educational system. (p. 138). 


There are two important points to be made about this new 
social mixture now being shaken up in the country which 
gave the cocktail to the world. The first is that it is a blend; 
all the ingredients, from ejido to alfabetizacién, have in com- 
mon a detestation of the ancient regime, including such parts 
of it as are continued by free enterprise imperialist-capital- 
ism; all attack from different angles the problem of building 
a distinctively new and modern institutional framework for 
a distinctively new and modern production-technology. The 
second point is that the Mexican blend is almost duplicated 
by Peruvian Aprism. “In fact, the programs are so strikingly 
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similar that one is at first amazed that they could have 
originated at so nearly the same time in countries so far 
apart. ... The fact that the programs are so similar indicates 
quite strongly that a genuine indigenous economic system may 
be evolving in Latin America.” (p. 14). 


So far as Latin America is concerned neither laissez- 
faire, nor the dregs of Spanish mercantilism, nor Marxian 
socialism, nor Fascist Nationalism offers a genuine solu- 
tion to the problems of the region. They do not represent 
schools of thought, which, when adopted, could bring with 
them a degree of economic peace. .. . This means that the 
Mexican Revolution and Aprismo are likely to be most im- 
portant in shaping the future evolution of economic sys- 
tems in Latin America. The form of these systems will no 
doubt be influenced, with the passage of time, by forces 
from the other regions in Latin America—especially Ar- 
gentina, Brazil and Cuba. (p. 20). 


The rest of Professor Gordon’s book is devoted to the in- 
stitution-by-institution analysis of the replacement of the old 
by the new ideas, and of the local and international time-table 
of development which makes for the varying success of now 
one and now the other. In all cases the touchstone of com- 
parison is economic efficiency, or the consequences of the 
alternative systems of organization for the growth of pro- 
duction and the standard of living. Thus the student is in- 
troduced to the economy of Latin America via its problems; 
this problem approach, as we shall see, is significantly also 
used by the other two volumes under review. The implicit 
suggestion of Professor Gordon’s treatment is that the Latin 
American course should be taught not in a narrow “economic” 
way but in the anthropo-socio-politico-psychological context 
of real life, with emphasis on the critical reform of ineffi- 
cient institutions. The economic development course, if his 
method is followed, would also contain large admixtures of 
the other social sciences and would precipitate quite a differ- 
ent outlook on the world than the student now gets from 
conventionalized demonstrations of the virtues of free en- 
terprise and free trade. These points will become clearer 
as the rest of his text is surveyed, revealing as it does in 
detail what might be called the oligopoly-depression connec- 
tion in all its multifarious and infamous facets. 

A. Agriculture and Land Tenure. “Fundamental among 
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the problems of Latin America are those of land redistribu- 
tion and slum clearance. For, in urban and rural areas alike, 
the conditions under which much of the population lives are 
nothing short of squalid.” (p. 29). The fact that slum clear- 
ance, traditionally thought of as the malady par excellence of 
industrial countries, is Economic Problem No. 2 of Latin 
America—in most of the countries from ten to thirty per 
cent of the total population lives in the capital city alone— 
is at first surprising. But then we remember that these are 
palace towns, occupied by the hacendados and estancieros, by 
the “large, strong bureaucracy which exists in connection 
with most Latin-American governments,” and by, of course, 
their hordes of domestic servants. (ibid.) 


The key institution producing the palace slum town is the 
latifundio; what in the colonial period was called encomienda. 
There is no slavery; since the land is owned the Indians need 
not be, for to landowners are in fact entrusted landworkers, 
here as elsewhere in the oligarchical world. In almost every 
country “it is the same short story. To say that the land 
ownership is highly concentrated in a few hands is to put the 
case mildly.” (p. 35). Debt slavery is common. (p. 37). And, 
most important of all, “the hacienda is characterized by a 
form of unscientific, subsistence agriculture which is quite 
unproductive.” (ibid.) 

The interesting problem now raised by Gordon’s analysis 
is the relationship between the production revolution, which 
is the only real source of increases in living-standards, and 
the social revolution, which is the only real way to get rid 
of the oligarchy which directly and indirectly oppose the pro- 
duction revolution. Samples of the dilemmas involved are 
as follows: 


1. The production revolution requires land redistribution. 
But if this redistribution is attained by violent social revo- 
lution the all-too-typical result is the creation of a new class 
of hacendados from the followers of the victorious generals. 


2. The production revolution depends on foreign invest- 
ment of capital and know-how. But foreign capital is 
likely to be wary of immigrating to countries which indi- 
cate an interest in social revolution. 


3. Ejido programs not followed with extension of credit 
to the ejidotarios mean that improvement in productivity 
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will not occur, or indeed that productivity may decline. 
But domestic sources of agricultural credit are alienated by 
ejido programs; loans are forthcoming to the new land- 
owners only under conditions which threaten the revival of 
debt slavery. (pp. 41 ff). 


Professor Gordon’s conclusions are so interesting that they 
may be quoted at some length: 


The Mexican Revolution has a long way to go in the 
mechanization of agriculture so that the program for the 
redistribution of the land may actually result in substan- 
tial gain to those recovering the land. 

To increase production substantially in areas of inade- 
quate water supply, it will be necessary to build great num- 
bers of dams and to farm most of the land in large blocks, 
that is, to farm most of the ejidos as collectives; it will 
also be necessary to make good machinery available— 
plows, tractors, reapers, even combines. (p. 49, italics 
added. 

Again, he writes (p. 50) that “‘the best hope for the future 
of agriculture in much of Latin America lies in the placing 
of emphasis on communal large-scale farming.’ But he adds: 
“However, in Argentina it may involve emphasis on treating 
agriculture as an industry and giving social security to agri- 
cultural workers. This process should be accompanied by 
sincere governmental efforts to provide the credit necessary 
to purchase the agricultural machinery which alone can make 
such experiments successful.” (ibid.) 

Thus the problem approach of The Economy of Latin 
America sees the province of economics as the comparative 
analysis of a continuing series of institutional experiments; 
this experimental and pragmatic approach to questions of 
economic organization should be one of the foremost contri- 
butions of Latin American economics to current thinking. For 
all over the world economic custom and habit is on trial; the 
Cold War symbolises the great competition of rival social 
systems. In courses in Latin American economics students 
will have the opportunity of bringing all the tools of the 
social sciences to bear in analysing the results of these gran- 
diose processes of experimentation, and in charting some kind 
of course for a hemisphere committed since its adoption of 
the permanent revolution of science and technology to a per- 
manent revolution in its social ideas and institutions as well. 
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B. Mining. Mining like agriculture in Latin America re- 
flects the struggle between the old oligarchy and the new 
communal system. In the process a number of fascinating 
problems are raised for the undergraduate (and graduate) 
student to chew. 


The first is that of stating just what the present interna- 
tional economy in minerals and petroleum adds up to. Here 
we have the fascinating spectacle of concessionaries fight to 
gain private control of resources made fabulously valuable 
by the development of man’s social heritage of science and 
technical know-how; struggling with governments and among 
themselves; inciting revolutions and imposing dictators. These 
great warring feudal family-clans have their ups and downs: 
in 1923, for instance, the Guggenheims “let the most valuable 
prize among the Chilean mineral deposits slip through their 
fingers.” (p. 55). They have to make crucial decisions in 
turbulent circumstances: Simdén Patifio the Tin King, for 
example, “seriously considered supporting the Germans dur- 
ing World War II and barely saved himself from that strate- 
gic blunder.” (p. 57). They are affected by fundamental 
movements in the international balance of power: U. S. reluc- 
tance to let the tin cartel force the strategically-important 
Texas City smelter out of existence ‘“‘may well involve the 
rise of Hochschild and the decline of Patino.” (p. 58). The 
great game does not even definitely and without risk benefit 
controlling oligarchs, beset as they are by dry holes, tech- 
nological obsolescence, and expropriating governments. The 
whole business, thought of by economists as “production” by 


“entrepreneurs” and “corporations,” is quite a strange one. 


Until we remember that this is the oligarchy-disfranchised 
masses-depression-inefficiency system. When we look at the 
international minerals economy as a modern continuation of 
medieval jousting for power and glory, things begin to fall 
in place. Then we can also begin to get perspective on the 
attempts of the Latin American countries, or rather of some 
sectors of their populations, to replace this old, old system 
of competitive usufruct with new institutions. 


Again important questions for the new comparative econo- 
mics now a-building are raised. The Latin American coun- 
tries are likely, for instance, to put the shut-down in the 











48 INTER-AMERICAN ECONOMIC AFFAIRS 


same anti-social category as the Taft-Hartley Act puts the 
strike. “... The law frequently places emphasis on the social 
desirability of having an enterprise in continuous operation, 
whereas in the United States the much greater emphasis on 
private property has led to the conclusion that an owner of 
private property can shut down his operations whenever he 
wishes for as long as he wishes.” (p. 53). There are signs 
that the use of taxes on mining profits can effectually social- 
ize the income from mineral exploitation (p. 63). In Mexico, 
to take a third example, “the provision that mine owners, if 
they desire to shut down a mine, must pay a three months’ 
discharge wage to each of the workers has induced many 
mine owners to turn their property over to workers’ co- 
operatives, rather than shut down.” (p. 63). All of this 
means that fundamental modifications are being made in 
capitalistic institutions, they are learning to speak with a 
Spanish accent, and their comparison with American institu- 
tions will throw new light on both, and on the problem of 
selection faced by all countries as they strive to eliminate 
forms of economic organization inconsistent with rapid econo- 
mic progress. 


And all the while it must be remembered that the Latin 
American experimentation takes place in an environment 
made very unfavorable by the direct and indirect activities 
of the oligarchs. In the first place, the oligopolists do not 
like expropriation and labor legislation and taxes; their very 
powerful organizations can boycott a new industry or tacitly 
or openly bring about the overthrow of liberal regimes by 
military juntas. In the second place, without lifting a hand 
the purchasing-power consequences of oligarchy must make 
it very difficult for infant industries to climb out of cradle. 
Even if a reform government can broaden the market base 
for its products at home—and domestic concentration of 
wealth makes that extremely difficult—it must usually depend 
on the world market to an important degree. And this is 
drastically limited by the existence of inequality all over the 
world, elimination of which is outside any given country’s 
control. 

What ts the solution? Gordon is skeptical that transfer of 
control to domestic governments, or sharing of control by 
them, would make much difference, since these governments 
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are themselves also authoritarian. “... It was the revenue 
derived from the oil industry which made it unnecessary for 
one of the worst dictators in the history of Latin America, 
Juan Vicente Gémez, to borrow from abroad in order to main- 
tain himself. Little of the oil wealth went to the improve- 
ment of the country. ... The foreign corporations are after 
monetary profit . . . and the rulers are after money as a 
means to goods for themselves within Venezuela.” (pp. 72-3). 
Moreover there is an important theoretical question, what- 
ever the corruption or lack of it on the part of individual 
governments: 


Are minerals best considered as the “property” of the 
nation in which they are found? Or should the mineral 
resources of the world be considered as the property of 
the whole world? Should the accidental fact that a deposit 
of minerals is located in a particular country give the 
people of that country undisputed control over it? Latin- 
American countries have waxed indignant about the man- 
ner in which they are “robbed” of their natural resources 
by foreigners. But the situation is not quite as it would 
be if those resources had been placed there by the labor of 
the local population. In a moral sense, can the local popu- 
lation be said to have any claim on the minerals? (p. 76). 


Some sort of world institutions of control are called for, 
and may eventually be created. In the meantime “the neces- 
sity for assured access to oil in the modern industrial society” 
will lead to the worldwide search for oil, and this will lead 
“almost inevitably, to a measure of political domination by 
the oil company, or by its home country, over the affairs of 
the country in which the oil resources are located.” (p. 77). 

Thus his study of Latin America leads Professor Gordon 
to reintegrate the theory of imperialism into economics, thus 
furnishing the promise of immeasurably enlarging the scope 
and social usefulness of ‘‘pure’’ economic theory. 

C. Transportation and the New Industrialization. In a 
series of highly significant articles Professor Carter Goodrich 
has recently called attention to the essentially socializing 
nature of railroads and other modern means of transporta- 
tion, what used to be called in this country “internal im- 
provements.” The Goodrich Thesis is that the very nature 
of the new developments in transportation with their large 
capital requirements and interrelated connections dictated 
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crucial departures from private business procedures and 
crucial steps toward social and governmental planning, trend- 
ing to a new type of “mixed,” “public,” or ‘collective enter- 
prise.” The Goodrich Thesis suggests, to this writer at least, 
that private property and enterprise, thought to be the indus- 
trial institution par excellence, is really suitable to agriculture 
only, a hangover of the technological and capital conditions 
which placed the family farm in the center of the economic 
stage; a point which will be recurred to in the discussion of 
Professor Lewis’ analysis of the intensely individualistic 
agricultural village of Tepoztlan, and the difficulties Tepozt- 
lan faces as it enters a new technological era with its unac- 
customed requirements of social cooperation. 


Professor Gordon’s chapters on transportation and indus- 
trialization bear out the Goodrich Thesis. For example, he 
describes a proposed railroad as having “economic value” al- 
though it would never be undertaken by private enterprise 
and is being financed, indeed, by the United States govern- 
ment. Then he concludes: ‘““Whether the road will ever make 
money is subject to considerable question, but it will achieve 
a valuable purpose if it opens the upper Paraguay valley to 
development. If railway development in general had been 
limited to lines guaranteed to make money there would have 
been few railroads built in the world.” (p. 85). Again he 
points out the need for overall public planning and enter- 
prise which stems from the fact that “private builders tend 
to construct lines where they may yield the greatest profit, 
without regard to the future economic development of the 
country.” (p. 86). It is no matter for surprise, therefore, 
that the institutional experimentation characteristic of Latin 
American agriculture and mining affects transportation too. 
Governments are buying out foreign- and other privately-held 
companies; in some cases railroads have been turned over to 
cooperatives of their employees; Argentina cancelled part of 
its wartime sterling credit in London in return for British- 
owned lines. 

Nevertheless the road these experiments must travel is a 
bumpy one. Two examples will suffice. “After Mexico ex- 
propriated the National Railways in 1937, that country was 
definitely without the resources with which to buy new equip- 
ment because of distrust in the financial centers.” (p. 88). 
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Thus the New York world rationing board for aluminum 
trains and Diesel locomotives demonstrates how oligarchial 
control over use of the new technological innovations can 
impede social experiment. The second example deals with 
the difficulties posed by the maldevelopment of shipping-and- 
railroad networks under the aegis of the United Fruit Com- 
pany: 


The governments of the countries of Central America 
have simply not been strong enough to challenge United 
Fruit. It may be that the men in control of the govern- 
ments in several of the countries have not been of the 
highest calibre. Perhaps this has been due in part to the 
activities of United Fruit; or perhaps United Fruit’s ac- 
tions have been motivated in part by the fact that the com- 
pany has been dealing wih corrupt governments. (p. 99). 


In his discussion of the problems of industrialization, Pro- 
fessor Gordon raises three questions: “Does Latin America 
possess (1) sufficient technical skill, (2) sufficient purchasing 
power, and (3) sufficient capital to make industrialization 
possible?” (p. 100). His answers to these questions reflect 
and they also elaborate and make clear some of the implica- 
tions of the Goodrich Thesis. 

1. “There is no scientific basis for the statement that the 
mestizo and the Indian cannot adjust themselves to the use 
of machines.” (p. 101). The difficulties rather lie in the 
area of the oligarchy-underconsumption complex. Elimina- 
tion of these difficulties requires all the techniques of collective 
and mixed enterprise. 

2. As far as purchasing power is concerned, “The develop- 
ing industry would itself, in its own payrolls and through 
its own profits, provide the purchasing power which, when 
diffused through the people, could take its product off the 
market. The market and the industry would grow more or 
less together. . . . Most definitely the fact that extensive 
purchasing power does not now exist in Latin America by 
no means proves that it cannot come into existence.” (p. 101). 
But again it takes the viewpoint and the instrumentalities 
of the new collective planning for this to be true. No individ- 
ual firm can bank on its own investment creating its own 
markets, even though this is true for firms as a whole. 


3. As for capital, “capital (goods or funds) generate it- 
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self. ... Capital did not exist before industrialization began, 
any more than did technical knowledge or purchasing power. 
Capital accumulates ... in the accumulation of capital goods. 
Since the goods could not exist before industrialization, it is 
meaningless to allege that the absence of capital will prevent 
industrialization in Latin America.” (pp. 101-2). But, once 
again, it does not appear this way to establish capitalistic 
oligarchs, especially in the advanced countries to whom Latin 
America must look for the lending of the present stock of 
technical knowhow—a stock which came into existence, sig- 
nificantly, through the great additions of food know-how to 
Europe made by Latin America in the sixteenth century. So 
the result may be that “Latin American industrialization may 
be considerably retarded if the industrialized countries op- 
pose it,” even though there are no valid reasons for this 
retardation. (p. 102). 


In his demonstration that the United States should not fear 
Latin American industrialization, indeed should aid it, Pro- 
fessor Gordon perhaps neglects to use his own politico- 
economic analysis with sufficient sophistication. To point 
out that consumers would gain from the establishment of new, 
efficient industries whatever happens to U. S. exports neg- 
lects the fact that, given under-consumption in the U. S., 
export surpluses are extremely important in maintaining em- 
ployment and consumer well-being. Unfortunately, in an 
oligarchical world, what is good for oligarchs is good for you. 
It does not follow that Americans in their own interest should 
oppose the development of backward areas lest they lose their 
jobs thereby; but it does follow that attention should be 
focussed on domestic reform in the United States, especially 
in the direction of greater equality in the distribution of in- 
come. Without this reform, fears that “new industrializa- 
tion will result in a decline of trade” (p. 116) are too often 
well-founded; and the anticipated benefits of increased inter- 
national trade and division of labor boomerang. Nevertheless, 
Professor Gordon is on perfectly sound ground when he in- 
sists that, whatever the attempts of the industrialized coun- 
tries, the completion of the industrial revolution is inevitable. 


England [he writes] could not have prevented the de- 
velopment of industrialization in the other countries of the 
world any more than Brazil could prevent the development 
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of a plantation rubber industry in the East Indies by plac- 
ing an embargo on the export of the rubber tree seeds or 
saplings, or any more than the United States can prevent 
Russia from developing an atom bomb by guarding the 
secret of its manufacture. The industrialized countries 
will do well to participate intelligently in the industrializa- 
tion of backward areas. . . . The total world production 
of goods and the total world purchasing power will be 
greater as a result. (p. 117). 


Nor, he adds, will this mean, as economists have tradition- 
ally thought, a choice between capital goods production and 
consumer goods production in the developing countries. “As 
a country industrializes a few machines are produced every 
day. They may be used to expand the production of con- 
sumer goods as they are completed. As a result, as indus- 
trialization progresses the production of consumer goods 
should increase rather than decline. The making of capital 
goods and the making of consumer goods should increase to- 
gether.” (p. 118). This last point is especially important, 
and provides an example of the reformation of traditional 
economic theory to which Latin American economics is con- 
tributing. But, to repeat once more, one can see this point 
only when the implications of the Goodrich Thesis have been 
grasped to the full. The viewpoint of private enterprise in- 
evitably makes one think in terms of dividing a limited 
“fund” of resources between current and future consumption. 
Only the technological approach of public enterprise enables 
one to see that the two processes of production and consump- 
tion interact, that “one does not wait upon the completion 
of the other .. . before, itself, increasing.” (p. 118). 

Meanwhile, Latin American oligarchs will industrialize for 
reasons of their own. Like Tito in Europe, and Stalin before 
him, and Bismarck before him, they “have looked around 
them and have decided that power in this world is obtained 
from the possession of industries.” (p. 142). Peronismo sets 
the pace, capturing much of the labor movement in a way 
that reminds us of German and Italian experience and leads 
to the formulation of an important economic theorem: the 
frustration caused masses of workers by depression unem- 
ployment and unnecessary privation will lead them to follow 
demagogues. Resultant revolutions are part and parcel of 
the regular working of the oligopoly-underconsumption sys- 
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tem—sometimes misleadingly called the private enterprise 
system. 


Nevertheless such dictatorial experimentation is full of 
suggestions for the comparative study of economic institu- 
tions which the new comparative economics offers to replace 
the parochial marginal analysis of contemporary economic 
“theory.” It is true that “all the social legislation enacted in 
Latin America has not solved and cannot solve the problem of 
poverty. It requires more efficient techniques and greater 
production per capita to do this.” (p. 160). But the advanced 
social legislation, mixed with dictatorship and nationalism as 
it is, has its role in eliminating the customs of minority rule 
and minority markets which are now the only obstacles to 
more efficient techniques and greater production per capita. 
Enforcement of the advanced social legislation would itself 
provide the market and the market would lead to the produc- 
tion of the goods on which the realization of increased con- 
sumption standards depends. 


D. Conclusion. Limitations of space make it necessary to 
conclude with summary reference to various other facets of 
the oligarchy-system as revealed in Professor Gordon’s full- 
dress account. All these facets are related, are merely dif- 
ferent ways in which the same system keeps the people of 
Latin America in poverty, and through them, with a kind 
of cultural multiplier-impact, keeps the rest of the world 
from enjoying what they might produce and contribute to 
world civilization. 

1. Underconsumption and the fear of foreign industrial 
competition in the U. S. prevents the Latin American coun- 
tries from acquiring the capital funds to acquire the capital 
goods to develop their living standards. “A government 
may be able to create unlimited amounts of funds intern- 
ally, but it cannot do so internationally.” (p. 167). 

2. Latin American countries must default on their inter- 
national loans when their markets disappear in depressions. 
Yet this gets them in dutch with bankers. “To a marked 
extent, bankers control the destination of funds and thereby 

determine what industries and even what countries shall 
develop. The banker possesses a tremendous power in our 
society.” (p. 177). 

8. The domestic wealthy of the Latin American coun- 

tries, already responsible for the low standard of living, 
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lower that standard further by using their control of the 
governments to place the burden of taxation on the poor. 
“The poor support the government which supports the 
rich.” (p. 213). 

4. Because of the limited market for production, bank- 
ing and credit facilities are used almost solely for ‘“carry- 
ing securities, for buying land, and for putting up fine 
buildings, hoarding commodities and speculating on price 
rises.”’ (p. 237). 

5. Underconsumption followed by violent price fluctua- 
tions in the industrialized countries important as markets 
for Latin American commodities can destroy the wage of 
the Cuban sugar or Brazilian coffee worker overnight. The 
only solution which occurs to the governments of the coun- 
ties involved is the restriction of production or outright 
destruction of food and other materials. Thus in a world 
characterized by near-starvation colonos and peones have 
to destroy food as their only hope of eating better. (Ch. 
16). 


Yet it is Gordon’s thesis that this system is gradually giv- 
ing way. The world now possesses the technical knowledge 
necessary to enable every man, woman and child to live in 
decent comfort. In his view only the habits and habits of 
thought of “the wealthy” stand in the way. His concluding 
remarks are so significant that they deserve quoting at some 
length: 


The thing for which the producers cannot be excused is 
their assumption that they are justified in trying to pre- 
vent the government from solving the problem of quantity 
production and the distribution of a sufficiency to all. If, 
on their own initiative, producers worked energetically for 
a vastly more productive economic order, determined to see 
to it that at least a decent sufficiency of goods got into the 
hands of everyone, there is no reason to believe that their 
profits would fall low enough to make living uncomfortable 
—or even fall at all. ... What is economically necessary is 
not so much the taking from the wealthy of goods which 
they consume but rather of monetary wealth which they 
do not consume. This process would not necessarily lower 
their standard of living. In very fact what they are actually 
defending is the differential in money between themselves 
and the poorer people.... 

What is the significance of this analysis for Latin Amer- 
ica? The Latin American economic system and the present 
measures being taken to change that system can be judged 
by whether or not they tend to lead to a distribution of in- 
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come which will give at least a decent sufficiency to every- 
one. The great historic controversies over foreign invest- 
ments, foreign trade, the ownership of property, and the 
like are merely side issues. (pp. 342-3). 


II. Lewis on Life in a Mexican Village 


Explanation of the resistance to the elimination of money 
differentials must obviously run in  socio-anthropological 
terms. Because the subject-matter of Latin American econo- 
mics is shot through and through with such irrational in- 
stitutional behavior, it is to be expected that the discipline 
will benefit greatly from the absorption of such investigations 
as Professor Oscar Lewis’ Life in a Mexican Village. The 
intensive study of a village economic system not only provides 
a useful check on the larger regional generalizations of econo- 
mists; in addition, the characteristic concepts and analytical 
methods of social anthropology greatly broaden and deepen 
the economist’s point of view. Teachers who use this study 
will not only find their accounts of the Latin American 
economy made real and fascinating, but they will discover 
that the more traditional economic material has been trans- 
formed and revivified by contact with a whole new range of 
problems. 

A. Introduction. The village of Tepoztlan, Morelos, Mexico 
is so old it was part of the conqueror Cortés’ estates in the 
sixteenth century; and within the past twenty years, with the 
coming of a paved highway and increasing integration into 
the larger Mexican and world economy, it has entered a 
rapid transition to modernity. Tepoztlan is thus a living 
sample of what happens to people in “‘economic development,” 
and Professor Lewis’ study is an intensive investigation of 
the human meaning both of the old, undeveloped ways of 
living and the new. 


Upon my arrival in the village [Professor Lewis writes] 
it seemed to be in many respects as [it had been in 1926]. 
In physical appearance it had changed but little. Once off 
the highway which runs to the plaza, there were the same 
unpaved streets and abode houses, the barrio chapels, the 
people carrying water to their homes from the nearest 
fountain, the men wearing their ancient white calzones and 
huaraches, the barefoot women with braids and long skirts. 
But signs of change could also be seen. There were the 
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new asphalt road, the buses, the tourist cars, the Coca-Cola 
and aspirin signs, the Sinarquist placards on a roadside 
wall, the queue of women and children waiting to have 
their corn ground at the mills, the new stores and pool- 
rooms in the plaza, and a few women with bobbed hair and 
high-heeled shoes. Moreover, school enrollment had in- 
creased from a “few score”... to over six hundred, and 
the village had obtained ejidos under the national ejido 
program. 


What had really happened in these past seventeen years? 
How profound were these changes? How had native in- 
stitutions been affected? What old problems had been re- 
solved and what new problems had been created? To what 
extent had the villages become incorporated into the main 
stream of national life? How did the increase in trade and 
the influx of wealth affect the cultural habits of the people, 
their standards of living, their aspirations, their thinking? 
(p. xiii). 

These questions, he goes on to say, “are of much more 
than local interest.” For the changes taking place in Tepozt- 
lan are also taking place all over Latin America, indeed all 
over the world. “It was hoped that an intensive study of a 
single village might enable us to get at some of the funda- 
mental processes and principles of culture change, and at the 
same time be useful to administrators concerned with the 
task of carrying out welfare programs in the so-called back- 
ward areas of the world.” (ibid.) 

The crucial contribution of such a study to Latin American 
economics in its practical, welfare-program aspects, is ob- 
vious. But this sort of village study is important to econo- 
mists for many other reasons, especially since their methods 
of analysis have almost always led them to take whole na- 
tions as the unit of their investigation. There have been, for 
example, “divergent interpretations of the Mexican Revolu- 
tion. Here we have a village which was in the heart of it. 
What can an intensive study of a single village tell us about 
the results of the Revolution?” Similarly: “How did the 
ejido program work out in this particular case, and what 
clarification does this offer on the larger agrarian problem?” 
(p. xiv). Again: 


Tepoztlan mirrors many national trends and brings into 
sharp focus some of the most pressing problems of Mexico 
as a nation. The changes which have occurred in Tepozt- 
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lan since the Revolution, such as the introduction of corn 

mills, the building of modern highways, and the establish- 

ment of bus service to Cuernavaca, are typical of changes 
that are taking place over wide areas throughout Mexico. 

The poor agricultural resources, the relative importance 

of forest and grazing lands in the agricultural economy, 

soil erosion and exhaustion, deforestation, the small size of 
both private and ejido landholdings, population pressure, 
and low productivity are among the problems which stand 
out in Tepoztlan as in the nation. One of the advantages 

of studying these problems within the framework of a 

single municipio and village is that we can better under- 

stand the inter-relationship between geographic, historic, 
economic, social, political, and psychological factors; and 
above all, it is possible to know better what these problems 

and changes mean to the people themselves. (p. xxvi, 

italics added). 

The method chosen by Lewis, which is significantly also that 
chosen by Gordon and Hanson, is the problem approach. The 
account of his technique of investigation is not only revealing 
of the economy and economic problems of Latin America, as 
they impact on five thousand Mexican peasants, but is ex- 
tremely suggestive methodologically, since economics like an- 
thropology is often beset with problems of “purism.” This 
account explains that because the project in its early phase 
was under the sponsorship of the Inter-American Indian In- 
stitute, “we wanted to learn about the practical problems of 
the people. It occurred to me that it might be an interesting 
technique to call meetings of the heads of families in each of 
the barrios of the village... .” (p. xv). The response of the 
people was instructive: 


They complained that their lands were becoming more 
sterile and their yields progressively lower, and that they 
could only harvest a single crop a year because of lack of 
rainfall—they asked for an irrigation program. Some men 
complained that each year they were losing a large part of 
their corn because of insects—they asked for help on insect 
control. Others complained, “We have a new road and 
many tourists, but our children are dying’’—they asked for 
a doctor. Still others stressed the need for a new school 
building. It was made clear to us that they would be in- 
terested in helping us with our study of the village only if 
we would help them with these problems. One dignified, 
elderly Tepoztecan rose and said, “Many people have come 
here to study us but not one of them has helped us.” 
(p. xv). 
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These meetings led to the organization of a program of 
services as a corollary to the research project and in Lewis’ 
judgment ‘“‘we gained some of our best insights into the 
nature of Tepoztecan character and institutions through this 
experiment. It was as if we had set up an experimental 
situation to study the reactions of villagers to outside in- 
fluences.” On the basis of this experience he concludes that 
the combination of research and service problems, although 
“this may sound heretical to the purists,” might be an ex- 
cellent way of integrating applied and theoretical anthropol- 
ogy. “The difference between asking people about their his- 
tory and customs and asking about their problems may be 
very significant in the total view of a culture a field worker 
gets.” (ibid.) 


Again the implications for Latin American economics and 
for the Latin American and economic development courses 
are extremely interesting. Professor Lewis’ findings sug- 
gest that these courses will be of maximum value to students 
and to society if they are centered around the problems of 
easing the inevitable cultural changes stemming from world 
economic development. 


It is very significant in this connection, that Lewis’ like 
Gordon’s book revolves around the two related phenomena of 
oligarchy and low production. We have already seen his em- 
phasis on the latter, in its varying aspects of soil erosion and 
exhaustion, low productivity, tiny landholdings, constant ill- 
ness and poverty. The former enters his account in major 
emphasis on the cacique system, that continuation of the 
colonial encomienda through all the “reforms” of indepen- 
dence, Juarez’s division of Church lands, the overthrow of 
Don Porfirio—a system which has only recently begun to 
give way with the ejido program of the thirties and its 
“general lessening of social and economic differences.” (p. 
xxvi). But more important—and, in the opinion of this re- 
viewer, the chief theoretical contribution of the book — is 
Lewis’ detailed demonstration of the rooting of these oli- 
garchical, authoritarian, undemocratic, uncooperative habits 
of thought in the very agricultural primitivism of an un- 
developed economy. It may turn out that the greatest value 
of Life in A Mexican Village lies in the light it throws on 
that irrational defending of a “mere money differential” 
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which Professor Wendell Gordon rightly singles out as the 
only remaining obstacle to “a distribution of income which 
will give at least a decent sufficiency to everyone.” 


B. Poverty and Its Result: Agricultural Individualism. 
Tepoztecans’ individualistic habits of thought, and the ob- 
stacle these raise for even that minimum of social cooperation 
necessary for solving the most basic and pressing economic 
problems, are stressed over and over again by Professor 
Lewis. What must strike the economist on reading this book 
is the way evidence piles up that these habits of thought, so 
dangerous in the modern age in whatever countries they are 
found, are directly related to the habits of life inevitable in a 
village dependent for its livelihood on a primitive agricultural 
technology. This fact gains added importance when we re- 
member that only very recently, historically speaking, such 
habits of life characterized the United States and all of West- 
ern civilization. It is no wonder that these peoples, trained 
to think in certain ways through centuries of wrestling with 
agricultural scarcity, are nonplussed by the new industrial 
abundance and its new requirements especially as regards 
cooperative planning and income redistribution. 


Agriculture in Tepoztlan, as in most of Latin America, is 
still largely carried on with a mixture of Conquest and pre- 
Conquest techniques and methods, with only a sprinkling of 
modern tools. Only a fraction of the land is tilled even with 
the plow, and commercial fertilizer is unknown. A few in- 
dividuals have made valiant attempts to divert the wasted 
water of the mountain streams to their milpas, but here as 
in other cases the typical opposition to any sort of coopera- 
tion stands in the way of successful irrigation. Tlacolol or 
hoe agriculture, the primitive slashing and burning method 
which Professor Lewis aptly describes as “perpetual pioneer- 
ing” (p. 155), is still the basis of the village economy. “In 
tlacolol, rotation is practiced by necessity, for the fields cease 
to produce after the first few years... .” (pp. 130-1). 


To say that food production under such circumstances is a 
never-ending and disheartening struggle is only to indicate 
the obvious. Day after day the voracious ants must be 
fought, and many farmers stay up nights setting off fire- 
crackers to keep rodents from the young corn. (p. 153). 
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Vigils must also be kept, involving an untold number of man- 
hours, to keep grazing animals and hungry neighbors from 
harvesting the sweat-soaked crop which in many cases has 
been literally carved out from the volcanic hillsides with 
machetes. “Sometimes a considerable portion of the harvest 
is eaten or spoiled by ... worms.” (p. 141). “The loss of 
stored corn by insects is also one of the serious problems 
faced by Tepoztecans.” (p. 142). 

Moreover, the day-by-day problems of the Tepoztecan farm- 
er are only the beginning, for primitive land-use sets in 
motion an interlocking and cumulative series of difficulties. 
Tlacolol, involving as it does the indiscriminate cutting and 
burning of trees, is so productive of land exhaustion and soil 
erosion that it undermines itself. Because they are poor, 
equipped with such primitive techniques, Tepoztecans are des- 
tined to become even poorer, possessing ever smaller land- 
areas on which to exercise these techniques. (p. 148). 

Meanwhile actual unemployment alternates with the most 
back-breaking toil. Even if we do not count as unemploy- 
ment the time-consuming job of fencing, to be redone every 
two years when a new tlacolol is opened (p. 155), or the 
“many days spent by the farmer in guarding his field against 
cattle and trespassers” (p. 144), or the hours traveling from 
one tiny scattered plot to another (p. 132), there are still 
long.periods when no work in the milpa can be done. At this 
point the villager can only hope that the blessing of the seed 
by the local priest and the masses and prayers for rain will 
prove effectual. “Immediately after the last hilling, some 
Tepoztecans walk around the milpa and recite a speech. ‘Now 
I have fulfilled my obligation of attending and cultivating you 
as you deserve. Now if you do not want to produce, that is 
your responsibility. For my part I now retire’.” (p. 140). 

The result of all this is scant subsistence, if permanent 
malnutrition can be called subsistence, and most families do 
not go from one year to another without knowing hunger. 
It is no wonder that Tepoztecans are food-conscious and that 
in school themes the most common reason children give for 
liking their father is that he provides corn for them. (pp. 
198-99). But workers in the field of Latin American econo- 
mics will be more interested in the effects of this type of 
agriculture, and other local types which do not differ signi- 
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ficantly in this regard, on the social and economic philosophy 
of these Latin American “economic men.” For this philosophy 
will certainly be an important factor in the total situation as 
the countries to the south enter on the path toward agri- 
cultural modernization and industrial development. 


It seems, in the first place, that an essential component of 
this philosophy is a narrow individualism, with the prevail- 
ing scarcity strongly tending to discourage all attitudes except 
those which make for the survival of the agricultural unit. 
“In Tepoztlan, as in most peasant societies, the family is 
the basic cooperative unit of production, and each member is 
expected to contribute to its support and welfare. The 
biological family seeks to be independent and self-sufficient.” 
But there are “no institutionalized day-to-day cooperative en- 
deavors between families, and normally little aid is given or 
received.” Some borrowing of oxen and labor-exchange occurs, 
“But there is a minimum of such cooperation, for Tepoztecans 
are essentially individualists.” (p. 61). One of the important 
effects of the new school, suggesting that economists should 
devote more attention to the peculiar economic-development 
role of education, concerns its organization of some of the 
village youth into team sports: “small as this group is, their 
experience in cooperation is of some significance in so highly 
individualistic a village as Tepoztlan.” (p. 211). 

A natural corollary of the individual family struggling 
against overwhelming odds to maintain subsistence is the high 
value placed on frugality, thrift, saving, self-denial, all that 
complex of habits which John Maynard Keynes sarcastically 
labelled “prudence” and attacked so vigorously in his General 
Theory. The interesting problem raised for economists by 
Professor Lewis’ account is whether these habits, which make 
so much sense in Tepoztlan and much of agricultural Latin 
America now, will tenaciously hold on to plague the region 
later, when their justification no longer exists and the prob- 
lems of depression caused by over-saving and under-consump- 
tion has been inherited from the “advanced” Western coun- 
tries. An ominous note can perhaps be heard when Professor 
Lewis states that “the most important ways in which families 
have obtained their wealth since the Revolution are through 
hard work, thrift, and self-denial over many years” (p. 178) 
and goes on to note that “many of the present-day rich fami- 
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lies were once poor, and... cling to the habits of hard work 
and frugality with which they improved their economic 
status.” (p. 54). Whether or not these are warnings of 
trouble to come, the general demonstration of the connection 
between Tepoztecan ways of work and ways of thinking must 
serve as an important investigative hypothesis for researchers 
and teachers in and out of the Latin American field. 

C. Economic Development and “Nationalism.” These ways 
of work, and therefore their associated ways of thinking, are 
of course in process of change. Although the contemporary 
economy of Tepoztlan, as of much of Latin America, is still 
essentially a household economy of “small producers, peas- 
ants, artisans, and merchants, whose primary motive for 
production is subsistence,” it is not a self-sufficient economy. 
“The price of corn, the most important local product, is as 
much determined by international markets as by local condi- 
tions of supply and demand.” Moreover “Tepoztlan depends 
heavily on trade with the outside for basic elements of diet 
and for sewing machines, patent medicines, pool tables, water 
pipes, steel plows, and buses which are obtained from more 
distant urban centers.” (p. 80). Tourists now come to Tepozt- 
lan, living artifacts to be selectively borrowed, setting up 
ever-widening eddies of culture-change, and above all there 
are the far-reaching effects of the road.” Since the coming 
of the road the nearby city of Cuernavaca, with its movies 
and American colony, has become much more important to 
Tepoztecans than villages much larger as the crow flies. “This 
shift is significant because the greater cultural sophistication 
of Cuernavaca has accelerated the rate of change in Tepozt- 
lan.” (p. 35). 

What do all these changes—and economists must constantly 
remember that it is these details, what anthropologists call 
cultural elements, which go to make up that complex called 
“economic development”—add up to? Changes are so numer- 
ous, and so well-detailed in Lewis’ book, that no exhaustive 
list will be attempted. But a few of the transformations 
especially interesting to the Latin American economist will be 
listed. 

1. One of the most interesting facts is that “the more recent 
technological improvements represented by the increased use 
of the sewing machine, the commercial corn mills, the road, 
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and the bus service have affected the work of women rather 
than men.” The sewing machine and the corn mills save 
women many hours of work; “previously women spent from 
four to six hours a day grinding corn by hand, often rising 
at four in the morning to prepare breakfast.” The time saved 
is spent in sleep, sewing (here one technological improvement 
occupies the time saved by another), knitting, going to 
church, or in gainful pursuits such as gardening or raising 
pigs and chickens for sale. ‘‘Not being so tied to the metate, 
women are able to leave the house more freely and... the 
improved communication offered by the road and bus has en- 
abled some women to become merchants who go regularly to 
sell their produce in the Cuernavaca market.” (p. 99). 

Needless to say, these results of economic development in 
Tepoztlan have explosive social consequences. “. . .. The 
men... viewed with greatest distrust the prospects of their 
wives having some leisure. The men believe firmly that the 
more occupied a woman is, the less the possibilities of infidel- 
ity.” Despite strong male objections, however, (which they 
rationalized by saying the flavor of mill-ground maize was 
inferior), “today there is not a woman who does not regularly 
patronize the mills. A male informant described the success 
of the mill as ‘the revolution of the women against the au- 
thority of the men’.” (p. 108). 

Thus does “a modern technological trait become incorporat- 
ed into a ‘folk culture’.”. This one example should bring home 
to students in the Latin American economics course what 
economists mean when they say that the road to industrializa- 
tion is rocky because even obviously efficient tools are not 
readily adopted in Latin America if they have indirect social 
consequences which are unwanted. 

2. Economic development greatly adds to the variety of 
occupations open to individuals in Tepoztlan. Philosophers 
worried that industrialization means “standardization” should 
hearken to Professor Lewis’ figures which show that, even 
though ninety per cent of the gainfully employed are still 
farmers, the number of individuals in non-agricultural pur- 
suits has increased by 161 per cent in the last twenty years, 
a rate four times that of the growth in population. This has 
taken place, however, in an additive not a substitutive man- 
ner, so that village life and work is richer than ever before. 
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(pp. 101-3). Similarly “the stores have not only increased in 
number; they also carry a much wider variety of goods than 
twenty years ago.” (p. 103). 

These two facts mean that the often-stated choice between 
the values of a peasant society and those of an industrial 
society is a false one. A people loses nothing through the 
incorporation of modern technological traits; nothing, that 
is, except being tied to metates and machetes, and the doubt- 
ful privilege of providing a welfare state for the ants and 
the corn worms. 

3. Nevertheless, the old institutions and habits of minority 
oligarchy-mass passivity cling on, for a time anyway, even 
after the new technological traits have begun to undermine 
them. Latin Americanists interested in the connection be- 
tween economic development and the growth of aggressive 
nationalism in Russia, China, and Argentina, to take but 
three examples, will be interested in Professor Lewis’ ac- 
count of the same phenomenon in Tepoztlan. It all happens 
very easily and naturally. In the new schools taught by 
teachers brought by the new road the pupils study the map 
of Mexico, read Mexican histories, sing Mexican anthems. “A 
conscious effort is made to instill love of country,” and books 
and movies, newspapers and the literacy campaign all “tend 
to make for the formation of a sentiment of mezicanidad.” 
Slowly Tepoztecan localism gives way to identification with 
the Mexican nation. (pp. 38; 40). 

The possibly dangerous results of all this, especially when 
found in association with traditions of authoritarian govern- 
ment and a distrust of government as a positive agency for 
social cooperation, are all too clear. 


Other developments tend to the disappearance of other 
forms of localism, varying from fiestas to medical practices. 
“This raises the question,” Professor Lewis says, “of the 
relative desirability of the survival of old institutions in the 
face of general trends toward modernization.” His conclu- 
sion is a cautious one: “... A sharp distinction must be made 
between ... such old institutions as the Carnaval and barrio 
fiestas on the one hand and the curandero on the other. The 
fiestas . . . provide much needed diversion for all age groups 
and tend to unify the village. The cwranderos, on the other 
hand, are prejudicial to the health of the people and are a 
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definite impediment to the realization of national health pro- 
grams. . .. No blanket statements can be made; each in- 
stitution must be examined in the light of its social function 
in the community.” (pp. 106-7). 


D. The Human Meaning of the Village Economy. Very 
suggestive to Latin American economists is Lewis’ descrip- 
tion of the basic economic dilemma of Tepoztlan, affecting as 
it does the whole impact of a program of national economic 
development. It is frequently said that the Mexican peasant 
is backward and superstitious, opposing progress and sticking 
to his ancient way of life. Specifically, hoe culture and char- 
coal burning “by their very nature destroy forest resources 
and bring about soil erosion.” Yet economists should never 
forget that: 


Many Tepoztecans are aware that the forest resources 
are their greatest wealth and that failure to conserve them 
may lead to eventual ruin. But they are caught on the 
horns of the dilemma of a rapidly rising population and 
limited natural resources. It is no less than absurd to ex- 
pect peasants to abide by rules which would deprive them 
of their food supply. In the light of Tepoztecan material, 
it would seem essential that national programs of forest 
and soil conservation be carefully synchronized with other 
programs which will give the people alternative sources of 
income, if they are to give up hillside hoe culture and 
charcoal burning. (p. 128). 


In the meantime, until programs of national economic plan- 
ning are developed which go far beyond present schemes of 
“conservation,” the traditional village economy persists. One 
of the foremost contributions of Professor Lewis’ study is its 
intimate account of the people themselves, their characteristic 
problems, anxieties, desires and fears. What does village life 
do to the personality? What changes can be expected as 
Tepoztlan gradually feels the impact of industrial society and 
absorbs its characteristic traits? 


In the first place, Lewis found none of the values of in- 
timacy and personal relationships so often thought to be 
characteristic of the “folk” society. He questions the assump- 
tion that “in the folk society . . . most relations are of a 
face-to-face type and therefore of an intimate nature, in con- 
trast to the impersonal and superficial relationships in the 
city.” (p. 289). His data lead this reviewer to conclude that 
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the first opportunities for developing personality and warm, 
growing relationships with other people come with modernity ; 
economic development may mean real increases in the quality 
of life for millions of Latin Americans. 

Children for example, are often “small, thin, pale, and list- 
less” (p. 193); the effects of undernourishment on person- 
ality are obvious. More subtle are the changes which take 
place when people leave Tepoztlan, where no one is allowed 
to “deviate from strict conformity,” for larger urban cen- 
ters. ‘We have had occasion to observe some of these people 
who moved to Mexico City . . . and we were astonished to 
note the transformation which they invariably underwent. 
Their faces had become less impassive; they had gained 
weight; they looked happier and more relaxed; they laughed 
more and behaved with far less formality.” (p. 295). Of 
course some of Tepoztlan reserve and sourness may be typi- 
cal; nevertheless, it is hard to resist the conclusion that in- 
dustrialization, by tending to eliminate inbred provincial 
towns wrapped up in and turned inward on themselves, also 
tends to make people happier, whatever the nostalgia of those 
who long for the simpler, uncomplicated life. In actual fact 
other monographs on village life in Latin America seem to 
support the conclusion that Tepoztlan’s personality is usual, 
that in other small villages mistrust, suspicion and fear are 
also the common reactions to new persons or situations. (pp. 
303-5). 

Secondly, Lewis’ data bring out clearly the depressing ef- 
fect of poverty on disposition. If a corollary of economic 
development is an increasing margin between production and 
survival-minima, then we may expect increases in producti- 
vity to be followed by the lifting of a great weight from 
Tepoztecan shoulders. “Friendships are few in Tepoztlan.... 
There is a great deal of hostility . . . expressed indirectly in 
the form of malicious gossip, stealing, secretive destruction 
of property, ridicule, depreciation and envy, and sorcery.... 
The absolute emphasis upon the need to work and the brutal- 
izing, isolating nature of the farmer’s work have far-reaching 
effects on his personality and his relations with others. One 
of these effects is to make him an individualist with faith in 
his own power alone and with reluctance to seek or give 
economic aid, to borrow or lend, or to cooperate with others 
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in public or private enterprise.” (p. 292-6, italics added). 

Third, ignorance, of contraception for example, takes a 
terrible toll. Realization of the human meaning of that one 
small culture-trait included in economic development which 
we call “birth control” comes when we read of the women’s 
hatred of continual pregnancy and the damage this does to 
the husband-wife relationship. Of course, even with birth 
control, there would be little chance to develop any kind of 
intimate relationship in the absence of that other culture- 
trait including in economic development, the housing project. 
The permanent housing shortage in Tepoztlan results in most 
couple’s having to spend “their first night with the husband’s 
parents or other relatives sleeping in the same room.” (p. 
326). 


Such brief indications give no idea of the riches in this 
book. They suggest, however, that the Latin American course 
should include a searching investigation of the topic signi- 
ficantly considered at the recent meeting of the American 
Economic Association, “Industrialism and Human Values.’ 
We have little knowledge of this field, and most of what we 
know, judging by Lewis’ data, is wrong, based as it is on the 
assumption that the transition from simpler to complicated 
Western societies is, except in the field of “mere” physical 
well-being, a fall from paradise. 


E. Conclusion. This latter assumption guided the field in- 
vestigation of Robert Redfield in 1926, which it was the 
purpose of Professor Lewis to check and verify. As a “re- 
study,” therefore, his book represents a landmark in an- 
thropology, and suggests that similar procedure might prove 
worthwhile in the rest of the Latin American field. For the 
discrepancies between the findings of the two men show how 
important are initial assumptions in guiding inquiry by the 
most conscientious investigator: 


The impression given by Redfield’s study of Tepoztlan 
is that of a relatively homogenous, isolated, smoothly func- 
tioning, and well-integrated society made up of a contented 
and well-adjusted people. His picture of the village has a 
Rousseauan quality which glosses lightly over evidence of 
violence, disruption, cruelty, disease, suffering, and mal- 
adjustment. We are told little of poverty, economic prob- 
lems, or political schisms. Throughout his study we find 
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an emphasis upon the cooperative and unifying factors in 
Tepoztecan society. Our findings, on the other hand, would 
emphasize the underlying individualism of Tepoztecan in- 
stitutions and character, the lack of cooperation, the ten- 
sions between villages within the municipio, the schisms 
within the village, and the pervading quality of fear, envy, 
and distrust in inter-personal relations. 


... Redfield described local politics as a game, but we 
found that politics was a very serious affair which fre- 
quently led to violence. The year Redfield was there, the 
political schisms culminated in open violence, bordering on’ 
civil war, and it was this situation which finally resulted in 
Redfield’s leaving the village. (pp. 428-30). 

If village societies are not well-integrated and well-adjusted 
it follows that economic development is not the disrupting 
force it is commonly supposed to be. “Again and again in 
Redfield’s writings there emerges the value judgment that 
folk societies are good and urban societies bad. It is assumed 
that all folk societies are integrated while urban societies are 
the great disorganizing force.” (p. 435). But the changes 
consequent upon the modernization of backward areas “do 
not necessarily imply disorganization. Rather, they involve 
a new organization cr reorganization.” (p. 437). 

In conclusion we may say that Professor Lewis’ study re- 
veals once more that the solid core of what economists call 
“the production-consumption continuum” or the “development 
of productivity” is what anthropologists think of as man’s ac- 
cumulation of “material culture.” The history of the race, a 
fraction of which is focussed upon by Latin American econo- 
mists, is the history of the growth of this great human en- 
dowment and its perennial struggle to triumph over the diffi- 
culties placed in its way by man’s ignorance and irrationality 
solidified in habit and institution. Of these dfficulties un- 
doubtedly the idea of status stands as prima intra pares, 
tending to remain through all changes in regime. “For the 
great masses of Mexican people,” for example, “the Conquest 
effected no considerable change in the aristocratic and des- 
potic nature of their administration. . . . Before they were 
ruled by an hereditary Indian aristocracy; after, they were 
ruled by Spaniards who took the place of their old chieftains, 





2 American Economic Review. Vol. XLI, No. 2 (May, 1951), pp. 
201-28. 








70 INTER-AMERICAN ECONOMIC AFFAIRS 


or who utilized their old chieftains as instruments of Span- 
ish power.” (p. 441). 


Nevertheless culture grows steadily. Such present-day pro- 
grams as Point Four point to the possibility of making this 
age-old growth more orderly and less violent. Lewis’ work 
is testimony that such programs will but continue what has 
always been going on; constant reorganization is the very 
nature of culture, since no society can be or ever was isolated; 
culture-traits are contagious. The result of this contagion is 
cumulative-progress: in the case of Tepoztlan “the new cul- 
ture elements in all periods did not supplant but were added 
to the old, making for a richer and more heterogeneous cul- 
ture.” (p. 440). It is the great practical problem of Latin 
American economics today to see that the present period of 
growth in material culture continues and improves on the 
record of the past. Courses organized around this principle 
will put students of Latin America into the position of them- 
selves participating in and helping to ease this great historical 
transition. 


III. Hanson on Economic Development in Latin America 


On the first page of Simon G. Hanson’s handbook of Latin 
American economic development we find emphasized, just as 
in Gordon and Lewis, the unholy twins of class stratification 
and under-production. Although, he writes, the population 
of Latin America is rough!y equal to that of the United 
States, the productivity of the former is less than one-sixth 
of the latter. And “correction of the maldistribution of na- 
tional income has proceeded so slowly that the initial reaction 
of observers of the Latin American scene still reduces to the 
findings of Humboldt almost 150 years ago that ‘nowhere 
does there exist such a fearful difference in the distribution 
of fortune....” (p. 1). 


The particular contribution of Hanson’s book is its detailed 
account, covering the whole range of economic activity, of the 
nature and characteristics of the contemporary world’s answer 
to this interrelated complex of aristocracy and poverty: 
economic development. If Gordon’s book poses the problem 
of Latin America for which Lewis gives a living demonstra- 
tion, Hanson provides, not the solution, but the theoretical 
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framework and the matrix of practice in which the solution 
of the future will be worked out. Together the three kinds 
of materials indicate the kind of problem course which Latin 
American economics can now deliver, and they indicate also 
that this problem-approach is far richer theoretically than 
“pure” economics. To the future historian of economic 
thought, in the judgment of this reviewer, it will appear that 
the greatest contemporary strides in economic knowledge 
were taken in the frontier-area of economic development rep- 
resented by this volume. For it is here, wrestling with the 
practical problem of changing economies, that students learn 
in down-to-earth fashion why they are what they are. In a 
way it can be said that we only learn “what is” in economics 
when we try with might and main to bring into existence 
some “should be.’ 


A. The Development Problem. In his own university teach- 
ing, Hanson writes, he has “found it useful to link the 
course to the central theme of acceleration of economic de- 
velopment which is a focus of public policy in the economic 
field in Latin America and is the core of Latin American 
relationships with the United States.” (p. v). In this state- 
ment, two themes appear which recur throughout the book, 
and which are very significant for our understanding of the 
whole present posture and function of Latin American econo- 
mics. The first is the emphasis on acceleration of economic 
development. Development, as anthropologists like Lewis 
point out, is universal and never-ending; what is peculiar to 
the present epoch of world history, giving its particular tone 
to the Latin American disciplines, is man‘s undertaking for 
the first time to control this international borrowing-and- 
lending of culture and above all to accelerate its pace, tele- 
scoping generations of growth into decades. Problems of this 
acceleration, in particular the policy-question it raises, domi- 
nate Hanson’s presentation. The second point is that this 
acceleration is the core of Latin American relationships with 
the United States. Here again a special flavor is given to 
contemporary inter-American thought by the almost-unique 
historical situation of international relations in a major 
region increasingly revolving around the spread of industry, 
with the further circumstance that this industry is heavily 
concentrated in one arsenal of technology. 
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On the surface it would seem not only easy to spread 
this technology all over Latin America but, because of the 
historic depressions due to over-production in the United 
States, that the U. S. must do so. This was the basis of the 
“Villasenor Thesis.” “He believed that the United States 
must export capital and that the natural outlet was Latin 
America. Accordingly he urged the United States to ‘get rid 
of your treasure—lend it, give it, throw it away—if you do 
not want to perish in the midst of plenty’.” (p. 4). But there 
are difficulties with this thesis; in the United States “there 
has been an understandable reluctance to act as an interna- 
tional fat boy—especially while the Latin Americans them- 
selves lag in modifying domestic economic policies that tend 
to perpetuate and deepen the weakenesses of their economies.” 
(ibid.) This leads us to the Hanson Thesis. It is his belief 
that development does not depend on external assistance alone. 
“Great economic advances can be effected in Latin America 
without assistance or leadership or pressure from the United 
States.” (pp. 4-5). 

Much of the rest of the book is devoted to the obstacles 
which stand in the way of this self-development, and to the 
various attempts to modify domestic economic policies that 
tend to perpetuate and deepen the weaknesses of Latin Amer- 
ican economics. These paralysing domestic policies are my- 
riad. There is the “‘semi-feudal organization of land that has 
discouraged any concept of social function in favor of the 
selfish interest in a few cash export crops, obstructed diversi- 
fication in favor of mobility of adaptation to export markets, 
made it possible for prevailing standards of social security 
protection to be lowered deeply within the area dominated 
by the landowning group, enabled land to evade its share of 
the cost of government.” (p. 7). There is the tradition of 

wasteful government bureaucracy, where, as a Costa Rican 
official remarked, “government employment is our form of 
unemployment insurance.” (p. 9). There is concentration of 
incomes with savings going not to worthy lines of develop- 
ment but to luxury consumption and hoarding. (p. 9). There 
is the constant “illness strike,” in which the manpower neces- 
sary for development projects is sabotaged by uncinariasis, 





3In this connection mention should be made of the excellent work- 
book which accompanies Hanson’s text. 
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anemia, malaria, dysentery, tuberculosis, under-nourishment. 
(pp. 11-12). There is an insecure landless farming class, an 
agriculture based on labor exploitation, and a system of in- 
dustrial management ,if it can be called that, based on small 
volume and large unit profits. (p. 17). 


This is not all. When countries do try to overcome the 
various obstacles to development they find this involves “a 
real threat to the exclusive position of the very wealthy” be- 
cause development necessarily involves “some narrowing of 
the . . . horribly shocking gap between the social classes.” 
(p. 15). So the tendency is for development programs to be 
warped, concentrating on “show-piece” projects and deliber- 
ately failing to take advantage of international trade because 
this would cut down profits for home enterprises. (p. 11). 

It is moreover clear from Hanson’s account that the rocky 
road of self-government is made even rockier by the typical 
world economic situation of over-production, especially that 
in the United States. “Unhappy experience with sharply 
fluctuating world markets, with the impact of foreign de- 
pressions” has made the Latin American countries under- 
standably willing “to pay an insurance premium in the form 
of less efficient production in order to free themselves from 
the drastic dependence on overseas markets over which they 
have little control.” (pp. 16-17). 

Thus sacrifice of efficiency is, as in Gordon’s book, laid at 
the door of the international failure of distribution, a failure 
due to the analogue everywhere of Latin America’s ‘“‘very 
small privileged class of native origin and very broad mar- 
ginal group condemned permanently to sub-standard con- 
sumption as hewers of wood and drawers of water.” (p. 14). 
That very fundamental institution of oligarchy, in its twin 
aspects of “inadequacy of internal markets . . . and an in- 
ability to compete in foreign markets” (p. 6) is again forced 
upon the attention of the student. Again as emphasized at 
the outset of this article, there is an implicit call to unite the 
other social disciplines with economics to achieve understand- 
ing of this institution, and its tendency to paralyze develop- 
ment. 

B. The Resources of Latin America. The population of Latin 
America is growing faster than that of any other major 
region; yet its proportion of gainfully employed is too low 
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for even a minimum living-standard. It has been estimated, 
for example, that individual countries could add 50 per cent 
to their national income if it were not for the fact that, as in 
Rio de Janeiro, “half of the male population [fails to] reach 
the age of 29.” Many children die before they can pay back 
their cost of production. (p. 23). Similarly “such a high pro- 
portion of woman’s energy is going into the physiological pro- 
cess of reproduction that the care and feeding of the children, 
their training and education, are likely to be sadly neglected.” 
(p. 26). 

Malnutrition and disease, human erosion, result in laziness 
and lack of ambition. But in addition none of the stimuli to 
enterprise, such as the capacity to achieve land ownership, 
are present. Moreover, it is dubious if even healthy and 
landed workers could put their energies and talents to use; 
if Argentina were developed, for instance, “farm families 
would need to be highly self-sufficient, otherwise they would 
quickly over-produce their available markets.” (p. 34). 

In his discussion of the physical resources of Latin Amer- 
ica, Hanson makes an important contribution by noting over 
and over again that resources in the region are not defined 
by nature, as it has been customary for economists to state 
or imply, but by the shifting winds of the technological revo- 
lution blowing around the world. It is true that, as currently 
defined, Latin America is short of arable land, the crucial 
softwoods, and the key materials of the coal-and-iron com- 
plex. But “scientific advances continually necessitate re- 
definition of what is adapted to agricultural production. New 
crops, new seeds, new types of livestock, mechanization, more 
fertilizer .. . all play a part in extending the limits of pro- 
duction.” (p. 41). Similarly changes in mining technique 
and raw material availability are important. All of this raises 
an important policy question for every Latin American 
government: “whether to delay .. . exploitation of their 
resources out of political aversion to activity by foreign in- 
terests and thereby risk permanent failure to mobilize these 
resources to the benefit of the nations, since advanced tech- 
niques may make exploitation . . . uneconomic.” (p. 54). 

Technological change thus may at one time work to the 
advantage of Latin America and again to its disadvantage, 
and it is hard to know which way the cat will jump. But 
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in any case interested governments would do well to take 
their attention off “nature,” either by way of congratulating 
themselves on the abundance of their endowment or consider- 
ing themselves condemned to poverty by unkind scarcity. The 
truth of the matter is that 


Land, minerals, forests, climate, resources, are not alone 
the determinants of progress. They may conceivably deter- 
mine limits, but the extent to which any group of people 
approach these theoretical limits will depend on the hu- 
man factor, on the economic system and the political 
system adopted, on the method used to organize the re- 
sources, on their ability to profit from successive scientific 
discoveries and inventions and the engineering applications 
of the discoveries. (p. 62). 

C. The Concepts of the Hanson Thesis. Reflection on the 
five hundred pages of detailed consideration of Latin Ameri- 
can economic development in this book convinces the reader, 
especially if he uses the framework of a society in transition 
which has been sketched by Gordon and vividly painted in 
for a single village by Lewis, that Hanson has formulated 
a whole new battery of concepts which among them make up 
a new method of analysis. A complete rendering of these 
interrelated tools is difficult, this difficulty reflecting the 
novelty of the contemporary situation of accelerated-indus- 
trialization. But a preliminary codification must be attempted. 
For only in this way can the theoretical significance and 
ramifying implications of the mass of materials here as- 
sembled be appreciated. 

All of these concepts form facets of what has here been 
styled the Hanson Thesis. All, that is to say, reflect his 
judgment that the difficulties faced by Latin American de- 
velopment are primarily social, not natural, and that the core 
of these difficulties is an economic system which, both in Latin 
America and in her markets in the rest of the world, perenni- 
ally cripples production through an aristocratic fear of over- 
production. 

It is hoped that the names given these concepts are sug- 
gestive, that they stimulate other scholars to correction and 
unification so that the theoretical contours of the new science 
of economic development may begin to emerge. 

1. Inmeshed Adjustment. Certainly one of Hanson’s most 
important points concerns the inseparability of social and 
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technological change. The term “inmeshed adjustment” will 
possibly serve as an heuristic device to stimulate further in- 
vestigation of this most crucial matter which has largely been 
neglected by Latin Americanists. It is taken from a passage 
where he is discussing land policy and land tenure. “... The 
acceleration of economic development, so far as it involves 
increasing agricultural productivity, is inextricably inmeshed 
in a movement for social reform and political adjustment.” 
(p. 64). 

2. The Quick-Shift System. In his General Theory J. M. 
Keynes stated his fundamental criticism of the habits of 
“prudence” in another way when he said that investment to 
be really rational should be made in the light of long-term 
expectations of community usefulness; actually it is usually 
guided by short-term profit considerations. Hanson makes a 
similar point with reference to the role of the price system 
in economic development. The Latin American landowner, 
he says, “has failed to discharge effectively with a long-range 
viewpoint the duties of estate management. His preference 
for the immediate gains of commercial crops keyed to foreign 
markets has prompted over-concentration on a few crops, 
holding of land unproductively to permit quick shifts into 
such crops as world markets indicate...” (p.64). Perhaps 
the term “quick-shift system” will direct attention to the 
social losses, unmeasured by the price calculus, involved in 
such procedures. These losses, inimical to accelerated econo- 
mic development, include those of exploitative agriculture, 
soil mining, and unemployment and disguised unemployment 
of men and resources. 


3. The Peon-Patron Multipliar. Inherent in the feudal 
economy of Latin America is an attitude of mind on the part 
of the broad masses of the population. This is the peon- 
patron tradition, consisting on the one hand of the absence 
of initiative, self-reliance, responsibility, and sound judgment, 
on the other of arrogance and conservativism. The reduction 
of production by such a psychological complex is difficult to 
measure but none the less real. The term “peon-patron mul- 
tiplier” indicates that virtual slavery is not only immediately 
of low productivity but further slows a community’s economic 
growth through its closing of so many avenues of potential 
discovery. Labor-saving ideas do not come to people pre- 
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occupied with servility, whether they figure in the subordi- 
nate or superordinate term of the equation. (p. 70). 

4. The Theory of Comparative Vulnerability. Economists 
have tended not to stress the seamy side of the international 
division of labor. But the Latin American policy-maker at- 
tempting to accelerate development soon learns that there 
are a group of factors beyond his control; that what to the 
industrialized countries is a comparative advantage, the pur- 
chase of raw materials from his country, to him is compara- 
tive vulnerability to market fluctuation and collapse. So he 
ignores the advantages in international specialization, and 
concerns himself with “freeing himself from contingencies in 
overseas markets.” (p. 105). Losses due to inefficiency seem 
a small insurance premium to pay for decreased vulnerability. 

5. Insurance-Poor. It follows, however, that a country so 

aiming at accelerated development that it ignores all advant- 
ages of importing goods from low-cost areas can easily be- 
come “insurance-poor.” (ibid.) 
6. Enlightened Laziness. Quoting from Henry C. Wallich, 
Hanson draws attention to the harmful developmental effects 
of hard work. “In one way or another, the masses’ willing- 
ness to work for a low wage stands in the way of their own 
progress. ... One of the best ways of raising living standards 
in raw material countries is to channel the laboring masses 
into employment where higher qualifications are required. 
The general human and educational improvement that comes 
from such work... helps to justify the existence of industries 
that originally may have been uneconomic.” (p. 112-13). 
Since these occupations are generally easier, this seems to 
suggest a policy of enlightened laziness. Mathematically 
speaking the economic function of enlightened laziness is the 
reciprocal of the peon-patron multiplier. 

7. Sterile Employment. All work with primitive techniques 
is a form of disguised or hidden unemployment. We do not 
count desert land as land; no more should desert work be 
considered work, or a country riddled with such ‘‘work” as 
not suffering from unemployment. (p. 123). 

8. The Vicious Circular Flow. Economic development 
theory requires a revised theory of circular flow. For over 
and over again Americanists interested in development find 
that this flow is actually quicksand. Low production means 
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low consumption which means low production. Sick workers 
produce little, on this little they cannot get well. “Low agri- 
cultural output prevents financing of imported equipment and 
lack of equipment prevents higher agricultural output...” (p. 
130). To the battery of concepts important for students of 
Latin America should be added one which catches the qualita- 
tive character of that flow which economics has incompletely 
termed circular. 


9. The Show-Case Operation. An example of the develop- 
ment vicious circle is this: few resources to invest results in 
glamorous projects being selected as “show-case” opera- 
tions; their unproductivity leaves the country with even fewer 
resources to invest. The opposite of the show-case operation 
is the: 


10. Multiplier Operation, in which one project provides a 
market for others and serves as a supplier as well. (p. 132). 


11. The Marginal Efficiency of Symbols. Certain industrial 
plants, especially steel mills, are desired by Latin American 
countries irrespective of cost considerations. ‘The values at- 
taching to the steel mill in terms of politics and satisfaction 
of national ambition are such that they tend to outweigh 
strictly economic considerations.” (p. 146). Thus the U. S. 
during World War II granted priorities for the construction 
of the great mill at Volta Redonda in Brazil as an indirect 
morale contribution to the war effort. The fact that from 
two to five million Americans were fully unemployed and 
many others partially unemployed during the two years after 
World War II and before Korea suggests that the construc- 
tion of other symbols would have benefited both the advanced 
and the undeveloped areas, eliminating much heart-sickening 
waste. 


12. Economic-Sized Markets. It is frequently heard as ex- 
cuse for lack of industrialization in Latin America that “the 
market is so limited as to raise questions as to ability to sup- 
port a plant of economic size.” (p. 149). Of course this ex- 
cuse is valid in many cases. But in many other cases the 
market should not be taken as given but should itself be reno- 
vated through redistribution of income to make it of economic 
size; large plants would then follow as a matter of course. 
The economic wisdom of such social reform policies could be 
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discussed under the rubric of the “economics of market 
scale.” 


13. Investment in the Worker. A concept which will espe- 
cially appeal to the economist who has become almost per- 
sonally acquitted with the valiant, although irritable and 
suspicious, people of Tepoztlan through Oscar Lewis’ book 
is that of “investment in the worker.” Medical facilities, hot 
lunches, educational and training programs are intangible 
assembly lines off which products roll just as surely as they 
do from belts and overhead assemblies. Such investment in 
the worker is not common in Latin America; human disin- 
vestment, living off physiological and psychological capital, 
is the rule. (pp. 163 ff.). 

14. Marginal Petulance. Latin American policy-makers 
wary of economic penetration by imperialistic capitalists risk 
the loss of the very development to which they are verbally 
devoted. For policies antagonistic to foreign investors may 
cause the inward flow of capital to cease. And when it be- 
gins to flow again its whole regional direction may well be 
different because of technological redefinition of raw mate- 
rials in the meantime. “Thus the alternative to utilizing 
resources wisely now or not ever utilizing them effectively 
may be a better statement of many of the situations than the 
glib assumption that ‘we will develop our resources later 
rather than now, and when we do, we will get the whole bene- 
fit for ourselves without cutting in those foreign interests.” 
(p. 250). This suggests that bankers, investors and other 
custodians of the world’s technological know-how are touchy 
persons, and that countries anxious for access to this know- 
how should cultivate their independence movements only to 
the margin of petulance. 


15. Silent Expropriation is a term used to cover the crea- 
tion of conditions making it virtually impossible for an 
investor to continue operations in a country, “as for instance 
multiplication of unreasonably restrictive social and labor 
laws, confiscatory tax laws, establishment purposefully of 
directly competitive government enterprises to function with- 
out regard for normai earnings objectives.” (p. 389). This 
constitutes a challenge to capital-flow if practiced beyond 
the petulance margin, but it is not strictly punishable by the 
Department of State. 
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16. The Quetzalcoatl Complex. This is a beautiful term bor- 
rowed from Ramén Beteta of Mexico to describe those Latin 
Americans who practice silent expropriation while at the 
same time complaining of the difficulty of obtaining foreign 
assistance in economic development. ‘They want the bearded 
white man to come... but when he has come they are afraid 
of him.” (p. 418). 

17. Uneven Development. Ideas travel faster than habits. 
So there is a tendency for undeveloped countries to write 
advanced social and labor legislation into their constitutions 
before they have the productivity to implement it, to import 
advanced medical techniques before developing habits of birth 
control, to develop tastes for consumer goods before building 
consumer goods industries. (pp. 489-90). The result is a 
host of problems which can be considered under the rubric of 
“uneven development.” 


18. Productivity by the Drip Method. Discussion of this 
concept affords a convenient point to reemphasize the central 
thesis of Economic Development in Latin America: 


The policies of the United States [Hanson writes on p. 
517] are of tremendous importance to developmental acti- 
vity in the other American republics. The volume of U. S. 
imports is the key determinant of external purchasing 
power of the larger part of the Latin American countries. 
Maintenance of a high level of prosperity in the United 
States is a basic condition of Latin American well-being. 
The United States is the chief, almost the only important, 
capital market which the Latin Americans can hope to tap 
for significant volumes of investment funds. The ability 
to draw freely on the technological knowledge . . . of the 
United States is recognized as a primary requisite for 
rapid improvement in productivity and the standard of 
living. 

This rapid improvement takes place as importantly in in- 
direct as in direct ways. There is a technological multiplier 
effect of capital import. “As has been the case with all 
American investment history, the technological advances in- 
troduced in such ventures inevitably filter down into the 
framework of general knowledge which covers the production 
activity of the nations.” (p. 529). 


This productivity by the filter or drip method depends, as 
Hanson insists from the first page of his book to the last, on 
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that increased social equality which is also Gordon’s principal 
theme. Latin American progress depends on American pros- 
perity; American prosperity depends on that sustained full 
employment which, in the absence of war, only a broadened 
consumption-base can guarantee. At the same time that this 
broadened and more equal purchasing power creates Ameri- 
can prosperity it creates Latin American prosperity through 
its guarantee of a “high propensity to import.” In very truth 
“maintenance of a high level of prosperity in the United 
States is a basic condition of Latin American well-being.” 
cd * * ‘ 

It is a sign of the long-hoped-for unification of the social 
sciences that the three works reviewed in this article, draw- 
ing from so many varied intellectual traditions, nevertheless 
fit together and reinforce each other so well. It is a sign also 
of the immense variety and fertility of the disciplines involved 
that no review, however lengthy, can do justice to their con- 
tents, and no summary escape over-simplication. This unity 
in basic philosophy and variety in technique of analysis be- 
tween them constitute the great promise of Latin American 
economics. 












Investment As a Factor in the 
Economic Development of Cuba 
1899-1935 


By JOHN M. HUNTER* 










The economic development of a country is a complex 
phenomenon wherever it occurs. The process involves the 
interdependency of such economic variables as resources, 
costs, prices, interest rates, capital, labor; a full under- 
standing of the process requires knowledge of psychology, 
sociology, education, engineering, public health, public admin- 
istration, etc. In spite of the high degree and complexity of 
the interdependency of variables, it is useful to examine in 
detail various elements of the process separately, and here an 
important determinant of development, investment, is to re- 
ceive attention. Cuba was selected for this study for several 
reasons, not the least of which was the abundance of data 
relative to data available for otherwise more desirable coun- 
tries. 

Investment is one of the more important factors in the 
process of economic development and commands attention for 
a number of reasons. Most important, perhaps, is the great 
hope and faith that have been placed on investment, parti- 
cularly public, in the post-war planning of the underdeveloped 
countries. Foreign investment has historically been one of 
the more intimate contacts of citizens of lending countries 
with foreigners. Foreign investors have in the past two de- 
cades especially been criticized both at home and abroad for 
their actions. Credit for the benefits which have accrued 
from their investments has seldom been emphasized except in 
their own publications. 






















It is the purpose here to examine critically the role of 
investment in Cuban economic development in the years 1899 
to 1935 and to analyze its effects on that development. The 


* Dr. Hunter is assistant professor of economics at Michigan State 
College. 
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findings apply specifically to Cuba in this period, but these 
temporal and geographic limitations are not sufficient to pre- 
clude general applicability to other countries or times. 

The Data 

Foreign investment is to receive primary attention al- 
though the scope of the paper includes domestic investment 
as well. International preoccupation with foreign investment 
is sufficient reason for this emphasis, and, too, paucity of in- 
formation on domestic investment precludes analysis which is 
more than speculatory. 

The available data on aggregate foreign investment in 
Cuba during this period is presented in Table 1. Even a 
glance is sufficient to disclose the chronic problem of re- 
searchers in this general field, that is, poor data. The total 
U. S. investment series is the only useable time series from 
the point of view of number of entries alone, and it is by no 
means satisfactory. Its compilation from some sixteen inde- 
pendent studies is sufficient to cause one to suspect its con- 
sistency. The original compilers probably present considerable 
variation in the amount of care used in reaching estimates, 
in the amount of information available to them, and, in addi- 
tion, probably had conceptual or definitional differences. 
Large differences in the estimates for 1927, 1928, and 1931, 
for example, indicate the magnitude of inaccuracy in the data. 
There is also another important and more interesting diffi- 
culty with the series. From 1920 to 1922, U. S. investment 
in Cuba appears to have increased by about 300 per cent. 
Such information normally implies a flow of dollars or 
credits or goods from the United States to Cuba of about one 
billion dollars. Probably no such flow occurred.! Certainly, 
a large increment of this increase was the result of asset ap- 
preciation during and after the ‘“‘dance of the millions.” Such 
a large increase is illusory, then, if foreign investment is con- 
sidered either as real assets held or in terms of a flow of 
exchange (and the probable consequent flow of goods) to a 





1The choice of Cuba was in this respect unfortunate. As dollars 
circulated freely and were legal tender and because there were no. 
exchange controls, Cuba was, in fact, little more than an appendage 
of the U. S. monetary system. (Two Federal Reserve Banks even 
maintained branches there). This makes it particularly difficult to 
obtain reliable information of the currency and capital items in the 
balance of payments. 
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TABLE 1 






Foreign Investment in Cuba, 1896-1940 
(millions of dollars) 














































U. -S. British Total All 
Year Portfolio Direct Total Countries 
(1) (2) (3) (4) (5) 
1896 $ $ $ 50 $ $ 
1900 50 
1901 
1902 
1903 : 100 
1904 
1905 
1906 37 120 200 
1907 141 100 
1908 
1909 141/130 
1910 
1911 205 
1912 220 
1913 400 222/156 
1914 35 
1915 
1916 400 } 
1917 
1918 
1919 32.6 
1920 525 
1921 
1922 
1923 1500 
1924 76.3 1360 
1925 1360 1600 
1926 1470/1508 
1927 1140/1504 1750 
1928 575 1140/1500 200 
1929 98.4 919 1525 237 
1930 130.8 935.7 1066 185 1475 
1931 919 1139/1526 
1932 206.3 1026.6 1232 
1933 103.0 1040 
1934 
1935 115.2 
1936 666 
1937 
1938 
1939 152 
1940 60.9 614/559.8 138.6 


These series have been gleaned from some twenty-eight sources, and 
for this reason the sources have not been noted. When two or more 
sources disagree, both figures have been included, e.g., “1909, total 
U. S. investment.” There is additional inconsistency. Total U. S. 
investment should be the sums of direct and portfolio U. S. investment. 
This is not always the case, e.g., 1929. 


foreign land. The decline of U. S. investment in the thirties, 
on the other hand, represents operating losses and, more im- 
portant, asset revaluation downward rather than normal dis- 
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investment, i.e. asset sales and repatriation of exchange.’ 
Obviously, this series cannot be used for precision computa- 
tions and the conclusions that can be drawn from it are sub- 
ject to the qualification that it represents only in a general 
way the magnitudes involved. 


The most remarkable feature of U. S. investment in the 
period was its increase of some three thousand per cent from 
1900 to 1930 (from an estimated $50 million to an estimated 
$1,525 million), although only a portion of this, of course, 
was real investment. The most important increments occur- 
red during the Wood and Palma administrations (1899- 
1906), the Gomez administration (1909-13), and during the 
late World War I and early post-war years. American in- 
vestment supplied by far the most important increment to the 
total: Spanish, British, and Canadian investments were 
significant because of their initial quantity rather than 
growth during the period. Atkins, an American sugar pro- 
ducer, commented in 1899 that three-fourths of “property 
interests” were in the hands of foreigners, especially Span- 
ish. Professor Jenks suggests that not until after 1913 did 
the United States became the dominant supplier of capital 
funds;* the data in Table 1, however, do not support this 
view. Spanish investment, initially very important, does not 
seem to have increased substantially throughout the period, 
but little can be said about its aggregative quantity. In the 
late twenties, annual interest payments on the Spanish in- 
vestment were estimated to be about $3 million. Assuming 
that all earnings were repatriated, even if the rate of return 
were as low as 214 per cent, the total amount would have 
been only $120 million. The U.S. definitely had become domi- 
nant after the war, by 1925 as much as eighty-five per cent 
of all foreign investment in Cuba was estimated to have been 
of United States origin. 

Practically all of private investment (i.e. neither borrower 





2Leland H. Jenks, Our Cuban Colony, New York, Vanguard Press, 
1928, pp. 299-300. 

3 Edwin F. Atkins, Sixty Years in Cuba, (privately printed), Cam- 
bridge, Riverside Press, 1926, p. 306. 

4Leland H. Jenks, “Cuba Faces a New Deal” in A. Curtis Wilgus 
(editor), The Caribbean Area, Washington, George Washington Univer- 
sity Press, 1934, pp. 162-3. 
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nor lender a government) was on a direct basis, and con- 
versely nearly all the portfolio investments were in Cuban 
governments (primarily security issues of the national gov- 
ernment). By 1940, for example, only $1 million of $57 
million of the U. S. portfolio investment in Cuba was of a 
private nature. At the end of 1930, $122 million of U. S. 
portfolio investment totaling $131 million were governments. 
At this time, direct investment constituted about eighty-five 
per cent of the total—a figure somewhat too large to be con- 
sidered typical of all underdeveloped countries. Comparable 
data indicate that at the same time, forty-five per cent of our 
investments in Argentina were direct, sixty-three percent in 
Chile, thirty-eight per cent in Brazil, one hundred per cent 
in Venezuela; sixty-eight per cent of all investment in Latin 
America was direct rather than portfolio. 


The domination of the United States investor is easily ex- 
plained. Geographic and economic proximity were important 
influences, for in the absence of artificial restrictions, Cuba’s 
chief markets and supply sources were in the United States. 
It was, furthermore, consistent with events elsewhere during 
and following World War I that the United States became 
more important as an international creditor. Another factor 
of undoubted importance might be called “political proxi- 
mity.” Rightly or wrongly, private investors believed that 
the position of the Cuban government vis a@ vis the United 
States government was such that some of the risks normally 
concomitant with foreign investments were eliminated or at 
least minimized. This belief was justified at least until 1933, 
for when investors felt that their “rights” were being im- 
posed upon by the Cuban government (after their own 
usually successful means of persuasion had failed), the U. S. 
Department of State assisted by exerting pressure on the 
government of Cuba. While the legal and historical rela- 
tionships of the United States and Cuba were unique, it is 
easy to overestimate. their importance in determining the de 
facto relationships of the governments. Certainly coercion by 
the Department of State was not unique to Cuba. Finally, 
development and investment were agriculturally oriented and, 
further, were oriented toward large scale production in which 
United States’ techniques excelled. 


Foreign investment was of great importance both quanti- 
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tatively and qualitatively in the economic development of 
Cuba during this period. Her relative good fortune is dem- 
onstrated by a compilation of the Royal Institute of Inter- 
national Affairs. In 1931, Cuba ranked fourth among all 
nations studied in per capita foreign investment. The invest- 
ment in Cuba of $370 per capita was preceded only by $635 
in Canada, $610 in Australia, and $640 in New Zealand. In 
comparison with other Latin American countries, Cuba 
ranked first while Chile had $320, Argentina had $275, and 
Venezuela had $125.5 However, foreign investment has not 
historically proved an unmitigated blessing, and further, the 
really important figure in this case is not foreign investment 
per capita but total investment per capita. 

At least a rough indication of the industrial recipients of 
foreign capital is provided in Table 2. The most striking 
feature is the enormous relative and absolute growth of in- 
vestment in the sugar industry, even though a substantial 
portion of this change may have been due to changes in asset 
values rather than any flow of new funds. Railways were 
also an important recipient of funds in absolute quantities 
and in rate of growth. Functionally, a large part of the rail- 
way capital was invested in the sugar industry; for even the 
common carrier lines east of Habana were constructed to 
move enormous tonnages of cane and raw sugar annually. 

Relatively little information is available either on the ag- 
gregate amounts or disposition of other than U. S. invest- 
ment in Cuba. British investment was primarily in railroads; 
such investment was estimated to be ninety per cent of her 
total investment in 1907 and eighty-five per cent in 1930. A 
much more complete picture of the strategic permeation of 
the Cuban economy by foreign capital can be seen from the 
following list of economic activities and the nationalities in 
substantial control of each: 

Common carrier railroads—U. S. and British. 

Ships—U. S. and British, next to none Cuban 

Air transport—uw. S. 

Cable and wireless—U. S. and British 

Street railways, electric light, power, gas—U. S. 
Cuban 





5 Royal Institute of International Affairs, The Problem of Interna- 
tional Investment, London, Oxford University Press, 1936, p. 223. 
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Principal mines—U. S. 

Sugar—70% U.S., 10% British and Canadian, 20% 
Banks—U. S. and Canadian 

Mortgages— (except for sugar)—Cuban and Spanish 
Life insurance—Canadian 

Fire and other insurance—largely U. S. 
Tobacco—Cuban with large Spanish sector 
Petroleum distribution—U. S. and British 

Meat packing—v. S. 

Small merchandising—Spanish and Chinese 

Major construction—uw. S. 

Large hotels—uU. S. 

Motion pictures—uU. S. 

Telephones—U. S. 

Foreign capitalists are persistently criticized by the under- 
developed countries for the large profits earned and re- 
patriated to the country of origin. The lack of data prevents 
computation of even approximate rates of return for the 
period, so denial or confirmation of this proposition is im- 
possible. First, the difficulty in determining the actual 
amount of investment at a reasonable valuation has already 
been discussed, and determining the earnings—paid, retained 
in Cuba, and retained by parent companies abroad—is like- 
wise difficult. Professors Olson and Hickman have estimated 
the yields at 2.7 per cent for the years 1938 and 1939 and 2.5 
per cent for 1940. While there is sufficient reason to doubt 
the accuracy of these rates, even if reliable, they would give 
little clue to earnings throughout our period. 

Governmental borrowing abroad from private sources is 
another important aspect of the aggregate foreign invest- 
ment. The principal borrower was the national government 
rather than the weak political subdivisions. Quantitatively, 
this investment was not large as is shown in the tables. Func- 
tionally, it enabled the government to spend in excess of 
revenues and negligible domestic borrowing. In so far as 
many governmental expenditures are collective investment, 
(e.g. railroad subsidies, highway construction, public health, 
education) this borrowing contributed indirectly to the econo- 
mic development of the period. This debt had another im- 


6 Paul R. Olson and C. Addison Hickman, Pan American Economics, 
New York, John Wiley and Sons, 1943, pp. 112-3. 
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portant feature in that it accounted for almost the only fixed 
charges due abroad during the ‘thirties when Cuba felt the 
depression more than did most countries, and in this respect 
Cuba was fortunate in having such a high percentage of di- 
rect, rather than more common portfolio, investment. 


That all the government issues were floated abroad is in- 
dicative of the lack of a domestic money market and the lack 
of domestic confidence in the government. Substantial domes- 
tic “borrowing” did occur, however, in the form of a “‘float- 
ing” debt, a sort of involuntary investment. It consisted 
primarily of unpaid claims (fraudulent and legitimate) 
against the government for services, delivery of goods, salar- 
ies in arrears, pensions, and overpayment of taxes not re- 
turned. It was estimated that on May 31, 1934 of a total 
debt of $200 million, thirty per cent ($60 million) was of 
this floating type, although of course such an estimate could 
only be rough. Inasmuch as much of the foreign borrowing 
was to fund the floating debt, i.e. borrowing after the excess 
of expenditures over receipts, foreign investments in Cuban 
governments contributed only indirectly to projects which 
influenced economic development. 


Expenditures for social investment purposes were pitifully 
small. A large part of the budget was devoted, in the best 
of Latin American tradition, to providing for the mainten- 
ance of incumbents in power. A large, well and promptly 
paid army was the device used for this purpose. At one time, 
even, the daily monetary ration for army mules exceeded that 
provided for patients in government hospitals. Appropria- 
tions ostensibly made for purposes of public investments 
were dissipated in various leakages so that the final products 
fell far short of what justifiable could have been expected. 


There is very little information available concerning domes- 
tic private investment. Certainly it was important, but it 
was not spectacular. The marginal propensity to save and 
the willingness to invest were undoubtedly much smaller than 
in the United States, but on the other hand, neither were 
zero. True, there was little native participation in the rail- 
roads, the sugar industry, mining, and shipping. There were 
no large capital markets which would have eased the process 
of investment in industrial and public utility securities, nor 
was there any pronounced tendency for the development of 
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such markets. Many of the funds which might have found 
their way into such markets were invested in short term real 
estate mortgages or were invested in industrial securities 
abroad. Even the major portion of bank lending was to 
foreigners partially because the major banks were branches 
of foreign banks and partially because foreigners were gener- 
ally better credit risks. The fact, however, that there is 
little evidence of Cuban participation in investment in the 
more noticeable elements of the economy does not imply that 
domestic investment was unimportant. Individual ownership 
of commercial vehicles which was becoming increasingly im- 
portant late in the period was a form of domestic investment. 
The tools, simple though they were, that the individual farm- 
er owned, and his oxen were important forms of domestic 
investment. The numerous handicraft shops with their 
simple tools and inventories also constituted an element of 
domestic investment. Individually financed home ownership 
might be considered in the same category. The level of 
domestic private investment was low and was channelled into 
economic activities where the increments required were small, 
but it is well to recognize that it was quantitatively and 
qualitatively important. 

A number of reasons may be advanced for the low level of 
investment. The low level of income was, of course, most 
important. There are no estimates of national income at all 
in the period under consideration, but even as late as 1939, 
per capita income in Cuba was estimated at less than $100 
per year.7. Even with the great inequality of income distri- 
bution, it is not surprising that large amounts of saving were 
not forthcoming with such a low average income. Secondly, 
the manana outlook so frequently attributed to the Latins 
was definitely not a part of consumption habits. More techni- 
cally, the Keynesian precautionary motive played only a 
minor role in the consumption-saving pattern of individual 
Cubans. The lack of an organized capital market where 
individual savings could have been invested has already 
been mentioned; even savings accounts were not con- 
veniently available to many of the people. This lack 
of investment facilities was as much effect as cause. 





7 Department of State, Point Four, Economic Cooperation Series No. 
24, Washington, Government Printing Office, p. 113. 
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Professor Perloff examined this question in some detail in his 
study of Puerto Rico and found there an almost complete 
psychological aversion to venturesome investment on the part 
of native savers.® It is likely that the same aversion existed 
in Cuba. Finally, commercial law in Cuba, inherited from 
the Spanish regime, was much more favorable to the debtor 
than our own commercial law. It was difficult and costly to 
collect that due a creditor and almost impossible to force 
bankruptcy in order to collect. This legal structure in addi- 
tion to a series of debt moratoria in the ‘thirties was an 
important impediment in the path of saving and investing 
through lending. 


Effects of Investment on Economic Development 


In the simplest terms, what is desired in this section is 
some measure of Cuban well-being and a measurement of the 
importance of investment as a determinant in welfare 
changes. Methodologically, this suggests a multiple corre- 
lation with the welfare index (say, per capita income) as the 
dependent variable and investment as one of the independent 
variables. Such a procedure is useless for practical purposes 
on theoretical grounds in addition to the insufficiency of data. 
The suggestion does, though, indicate clearly the complexity 
of the problem. A secondary objective is the evaluation of 
the influence of the large element of foreign investment. 

The evils of foreign investment are familiar and many. 
Foreign interests from time to time gained substantial con- 
trol of the government and governed in a fashion probably 
not in the best interests of the average Cuban. In good times, 
probably the profits accruing to foreigners were unduly large. 
Labor was probably exploited, and Cubans were practically 
excluded from positions of managerial capacity in the more 
spectacular economic pursuits. At the behest of foreign in- 
vestors, the government of the United States brought pres- 
sure to bear on the Cuban government which antagonized the 
Cubans even though the resultant policies may have been 
wise. The banking system, dominated by branches of U. S. 
and Canadian banks, operated in its own self interest rather 
than acting as a governmentally controlled central bank might 


8 Harvey S. Perloff, Puerto Rico’s Economic Future, Chicago, Uni- 
versity of Chicago Press, 1950, pp. 179-80. 
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have done. These are the old and familiar problems of econo- 
mic colonialism, and one cannot seriously deny them. 


On the other hand, Cuba received hundreds of miles of 
common carrier and private railroads; she received millions 
of dollars of sugar processing equipment; she received elec- 
tric power and telephone installations; her port facilities 
were improved; highways were constructed—all because of 
or assisted by foreign investment. Specifically, this influx 
of capital increased Cuban productivity, and Cubans bene- 
fitted from this increased productivity in a higher level of 
consumption. It is quite possible that Cuba’s share in the 
increased productivity was not all it “should” have been 
(by what standards?), but this is not the present point. 
Productivity increases depended on large increments of capi- 
tal goods, and sums for the procurement of the same were 
just not available domestically in more than very modest 
amounts. While it is not possible to calculate the gains 
accruing to Cubans as a result of this investment, it is my 
judgment that they were substantial. 


The “package” nature of direct foreign investment is a 
commonly overlooked feature. In addition to foreign ex- 
change, countries receiving foreign investment concomittantly 
acquire three other elements which are difficult to measure 
but are nonetheless of vital importance. I refer to “know- 
how” or technique, entrepreneurial capacity, and risk bear- 
ing. At least the first two of these factors are functionally 
dependent upon the level of education and upon the environ- 
ment in a given society. In any case, Cuba could not possibly 
have supplied the technical knowledge nor the trained techni- 
cians to plan and to operate such projects as sugar centrales, 
railroads, or public utilities. The ability to develop and to 
manage such operations also depends upon the level of edu- 
cational training and experience, and it is doubtful if Cuba 
could have begun to supply the requisite personnel of this 
type in this period. Venture capital was not forthcoming 
from the meager quantity of Cuban savings, and so foreign- 
ers supplied capital for the new and risky ventures. It is 
impossible to assign values to these factors, and yet from our 
understanding of economic history they made very important 
contributions to economic development in the United States, 
as well as in other countries. 
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This package nature of private foreign investment is the 
crux of the problem today in determining the role of foreign 
investment in the post-war world. Under-developed countries 
decry the abuses of foreign capital and express an unwilling- 
ness to submit to these same abuses again—and not without 
justification. It seems unlikely, though, that private foreign 
capital will be forthcoming, however, unless entrepreneurial 
and managerial decisions are left in the hands of the in- 
vestors, unless they are permitted to provide their own com- 
petent and efficient technicians, and unless they are permitted 
substantial earnings which can be freely repatriated as a risk 
premium. High initial earnings may even be necessary in 
order to encourage the influx of capital. The abuses of for- 
eign capital arise because investment is more than just mak- 
ing foreign exchange available. A rational decision as to 
whether or not to accept that capital, which will be available 
pretty much on its own terms or not at all, requires an assess- 
ment of the expected gains therefrom as compared to the 
costs (both subjective and objective) or the abuses of foreign 
capital. 


Similarly, the Point Four program of the Department of 


State assumes that we can and will export technical ‘“‘know- 
how.” We have done this in the past as a part of capital 
export with a considerable degree of success, but the export 
of technical assistance on an intergovernmental basis is quite 
a different matter. The advice tendered by experts to a for- 
eign government’s development planning commission for 
example, might be somewhat different than the advice given 
to a private concern by one of its own technicians. In the 
latter situation, the firm’s continued existence may depend 
upon the soundness of the advice received from its employees 
and most certainly the advisor’s connections with the firm 
depend upon it. That is, the incentives for sound advice 
differ considerably. Furthermore, the advice offered by the 
Point Four technician will be finally accepted or rejected by a 
political or semi-political organ, and past performance in 
Cuba and other Latin American countries does not lead one 
to an optimistic view on the ability of such groups to make 
wise economic decisions. 


The critical problem in the Cuban economy after 1900 was 
extreme specialization in the sugar industry. Sugar and 
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sugar by-product exports after 1907 never accounted for less 
than sixty per cent of the total of all exports and after 1910, 
they accounted for over seventy per cent. In the period 
1919-1923, sugar and by-product exports accounted for the 
startlingly high ratio of nearly ninety per cent. Tobacco and 
sugar products continually accounted for over eighty-five per 
cent of all exports. These figures do not measure the extent 
of specialization but only the degree of specialization for ex- 
port. What is desired is the importance of the sugar indus- 
try relative to total production of all industries, and these 
data are not available. It has been suggested that the sugar 
industry accounted for approximately eighty per cent of the 
national income of Cuba at various times throughout this 
period, a figure so high as to be ridiculous. Dr. Wallich’s 
estimate of thirty per cent for 1938, after years of severe 
depression, contraction, and production quotas in the sugar 
industry, seems much more apt to be accurate. Whatever 
the correct figures, the sugar industry was of vital importance 
to the level of income in Cuba. 


The development of the sugar industry in this fashion is 
evidence of the economic colonization which became particu- 
larly distasteful to the Cubans during the ’thirties. Due to 
the peculiar nature of international sugar markets Cuba suf- 
fered a depression more severe than that suffered by most 
of the rest of the world. Specialization in sugar was the 
proximate cause, and foreign investment was held respon- 
sible for the “over” specialization. 


It is probably true that foreign capital led to more special- 
ization in sugar than would have otherwise have been the 
case. Large and direct foreign investments abroad are apt 
to be channelled into production of commodities or services 
with whose markets the investor is familiar. In this case, 
the principal market was in the United States where inves- 
tors were familiar with profit potentialities, and in fact, 
marketing facilities had long since been established. Fur- 
thermore, these same investors were familiar with large scale 
production techniques, and it was in part potential economies 


®Henry C. Wallich, “Cuba: Sugar and Currency,” in Seymour E. 
Harris (editor) Economic Problems of Latin America, New York, 
McGraw-Hill Book Co., Inc., 1944, p. 338. 
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of scale which encouraged the expansion of the sugar indus- 
try. Native and Spanish owned mills were generally much 
smaller and proved to be the marginal and sub-marginal mills 
so far as profitability was concerned. Finally, the investors 
had already well-established contacts with the suppliers of 
machinery and other requisite imports for the expansion of 
the sugar industry. Even though we assume that Cuban and 
American investors had sufficient funds and were equally in- 
terested in profits, we may not conclude that the pattern of 
development would have been the same no matter who did 
the investing. On the other hand, only the degree of special- 
ization and perhaps the rate of growth in the sugar industry 
differed from what it would have been had foreign invest- 
ment been excluded. It is logical that sugar would have be- 
come a major sector in the Cuban economy in time in any 
case. The conclusion is reached, then, that the degree of 
specialization and the rate of expansion is largely the re- 
sponsibility of foreign investors. 


Since the debacle of the thirties, much has been said of the 
evils of specialization, particularly specialization in raw mate- 
rials. One cannot deny the evidence that raw material prices 


fluctuate more than do those of industrial goods, and there is 
some evidence that raw material prices have fallen since 1900 
relative to prices of industrial goods. The first proposition 
states very simply that a country specializing in the pro- 
duction of raw materials will suffer more severely in periods 
of depression and experience relatively greater prosperity 
(inflation?) than their industrial counterparts. The latter 
proposition, if true, simply indicates that raw material pro- 
ducers now have to exchange greater quantities of their 
produce to get a like amount of industrial goods than they 
did in the early decades of the twentieth century. 


Sugar prices varied greatly during the period under con- 
sideration—from an average price in 1920 of 11.95 cents per 
pound f.o.b. Habana to .72 cents per pound in 1932. These 
variations were more violent than variations in prices of most 
other raw materials. The prolonged price decline after 1920 
was disastrous to the Cuban economy although there were 
several very good years in the early twenties. The other side 
of this coin is that Cuba benefited immensely from the rises 
in prices although certainly the events of the “Dance of the 
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Millions” in 1920 were not unmitigated blessings. Instability 
apparently inherent in the production of raw materials must 
be a strong qualification to conclusion about the gains of 
specialization. 


The experiences of the ’thirties have resulted in little at- 
tention to the benefits of specialization—benefits which have 
been acclaimed by economists for generations. Diversification 
of raw material production and industrialization are con- 
sidered desirable antitheses of specialization. The choice of 
policy is clearly a gain-cost proposition, and it is a mistake 
to find an easy a priori answer for questions of policy: The 
gains from specialization must be weighed against the loss of 
stability ; the increase of stability through a policy of diver- 
sification or industrialization must be offset against the cost 
of giving up the gains of specialization. This is to say that 
stability may have to be purchased at the expense of con- 
sumption goods whether produced domestically or abroad. 
Further, it seems prudent to consider the effects over a fairly 
long period of time. Cuba of the thirties would undoubtedly 
have been much better off with a much greater degree of 
self-sufficiency, and a short run point of view would and did 
dictate such a policy, but when one deals with the destinies 
of nations it is of some importance to raise the question of 
the long run. In this case the question is: Was Cuba better 
off or not in the first half of the century with a high degree 
of specialization than she would have been without it? An 
even more appropriate question is: In which case would she 
be better off in the next fifty years? As specialization oc- 
curred in Cuba primarily because of her natural endowments 
of agricultural resources peculiarly suited to the raising of 
sugar a negative answer cannot be lightly given. As neither 
the gains of specialization nor the value of the increment of 
stability which might have been achieved with more exten- 
sive diversification are measurable, it is impossible to say 
under which policy Cuba would have fared better. It is my 
conclusion that specialization was not nearly so detrimental 
to the Cuban economy as many writers lead one to believe. 
Be that as it may, the antithesis of specialization is self- 
sufficiency, and certainly no one would argue that complete 
self-sufficiency would have been a proper policy for Cuba or 
would be proper policy for other underdeveloped countries. 
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The final choice is a matter of degree, then, and rational deci- 
sions can be made only on the basis of a thorough under- 
standing of the nature of the problem and upon intensive 
research in particular cases. Diversification and industrial- 
ization may be instrumental in increasing stability, but the 
one important cost of the policy which is not often considered 
is the long run losses of the gains of specialization. Further, 
if the policy of diversification occurs by government fiat be- 
hind tariff walls, exchange controls, embargoes, etc. there are 
other obvious economic dangers. One possible alternative 
suggests at least a glimmer of hope. The possibilities of com- 
modity controls under the Food and Agriculture Organiza- 
tion and under the proposed International Trade Organization 
may, in a better world, be able to function and to reduce the 
instability in raw material prices. 


A substantial degree of concentration of ownership de- 
veloped during the period which naturally led to jealousy on 
the part of those who did not have control. This was parti- 
cularly unfortunate because the line was drawn predominate- 
ly on the basis of foreign versus native ownership. This 
situation is fairly typical of underdeveloped countries and 
arises because foreign interests are perhaps in a better posi- 
tion to recognize, and are certainly in a position to exploit, 
profit potentialities. Once again, the desirability of the 
situation is indeterminate. The questions which must be 
raised are: What benefits accrued to Cuba from the influx of 
foreign capital? Would foreign capital have flowed to Cuba 
in the face of restrictions attempting to control concentra- 
tion? And finally, to what extent did economies of scale 
depend upon concentration and to what extent did the de- 
velopment of the sugar industry, in turn, depend upon the 
economies of scale? 

A final charge is included in the indictment of foreign 
capital: that it resulted in wasteful exploitation of the lands 
of Cuba. Crop rotation did not exist; “ratooning” led to the 
growing of cane from a single planting for as many as 
twenty years. During the years of rapid expansion, fields 
were cleared by the simple expedient of burning off the 
forests. The use of fertilizers and other land improvements 
were negligible. This is the familiar story of extensive cul- 
tivation of the cheap and plentiful factor. In the cases of 
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Java and Hawaii, the two major tropical competitors, cane 
land was scarce and labor plentiful, and the production pat- 
terns in those countries embodied much greater effort to 
conserve land. In Cuba, the major effort was to conserve 
scarce labor and to a lesser extent scarce capital. While this 
does not justify the exploitative practices, it does aid in 
understanding them, and because Cuba’s great cost advantage 
was cheap and abundant land, it would have been folly to 
have insisted that land policies be the same in Cuba as they 
were in Java and Hawaii. 
Conclusions 

The first problem faced in attempting to evaluate the effects 
of foreign investment in Cuba is the difficulty of assigning 
its quantitative role in raising the standard of living in that 
country. As many factors were operating simultaneously in 
this direction, it is impossible to arrive at a precise answer.!° 
There can be little question but that foreign investment was 
one of the major dynamic forces in Cuba during this period 
and must be given substantial credit for the benefits obtained, 
and likewise, it must be assigned a major portion of the re- 
sponsibility for the evils which developed. 

Put in these terms, it is clear that desirability of accepting 
private foreign capital into undeveloped countries is neither 
an all white nor all black situation. One must attempt to 
balance the gains to be derived against the costs expected in 
order to reach a rational policy conclusion. There are two 
points which somewhat qualify this conclusion: 

(1) A major part of the development occurred in Cuba be- 
cause foreign capital was available in large quantities. The 
evils which resulted in the course of this development have 
in one sense been rightly attributed to foreign capital, but 
the major portion of the evils occurred, not because of the 
national source of the funds available, but because of the 
heavy capital investment. Had domestic capital been avail- 
able in like amounts, it is not likely that the degree of 
specialization would have been much less, or that land policies 
would ‘have been much more conservation-minded, or that 
Cuban investors would have been much more anxious to have 


10 For a fuller discussion, See John M. Hunter, “Development of Low 
Income Countries” to be published in the Annals of the Michigan 
Academy of Science, Arts and Letters, for 1951. 
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shared the benefits of their investments with Cuban laborers, 
or that Cuban investors would not have tried to influence the 
government in their own behalf. The indictment, then, is 
brought not nearly so much against foreign capital as 
against investors in general. The italicized phrase is, of 
course, the key which has previously been emphasized: In 
order to receive the benefits of capital, Cuba had to accept 
capital from abroad or do without. 


(2) -Of major importance to policy decisions today is the 
observation that the excesses which developed from foreign 
investment were recognized and corrective legislation came 
after the investment had occurred and after the benefits of 
that investment were already assured. Legislation requiring 
particular ratios of native to foreign employees, exchange 
controls governing repatriation of investment and profits, 
legislation requiring joint native and foreign ownership and 
control, minimum wage and other labor legislation applicable 
particularly to foreign concerns are parts of a familiar pattern 
of nationalistic policy in Latin America and elsewhere. The 
current situation is quite different, however. Underdeveloped 
countries, well aware of the dangers and excesses of heavy 
and rapid capitalization (but apparently not so aware of the 
potential benefits of the same) desire to control legislatively 
these excesses before the investment occurs. It seems likely 
that such policies will seriously reduce the flow of foreign 
investment to the countries which need it most. In part, this 
view is supported by the niggardly amounts of private for- 
eign investment which have occurred since the end of the 
war. This very position is one of the fundamental dilemmas 
facing the underdeveloped countries today. 
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